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SINGLE AUDIT ACT AMENDMENTS OF 1996 


THURSDAY, MAY 13, 1999 

House of Representatives, 

Subcommittee on Government Management, 
Information, and Technology, 
Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2247, Rayburn House Office Building, Hon. Stephen Horn (chair- 
man of the subcommittee) presiding. 

Present: Representatives Horn and Turner. 

Staff present: J. Russell George, staff director and chief counsel; 
Randy Kaplan, counsel; Matthew Ebert, policy advisor; Bonnie 
Heald, director of communications; Mason Alinger, clerk; Faith 
Weiss, minority counsel; Mark Stephenson, minority professional 
staff member; Ellen Rayner, minority chief clerk; and Earley 
Green, minority staff assistant. 

Mr. Horn. The Subcommittee on Government Management, In- 
formation, and Technology will come to order. Today we will dis- 
cuss the status of the implementation of the Single Audit Act 
Amendments of 1996. 

The Single Audit Act of 1984 replaced a desperate and unman- 
ageable approach to audits of State and local programs that receive 
Federal funding. Prior to its passage, there existed a system of 
multiple grant-by-grant audits. This created a scenario in which an 
organization that received Federal funds from more than one Fed- 
eral agency could find itself spending vast amounts of time and re- 
sources managing several different Federal audits. 

In the early 1990’s, three separate studies were conducted to de- 
termine the effectiveness of the act. These studies conducted by the 
General Accounting Office, and the President’s Council on Integrity 
and Efficiency, and the National State Auditors Association 
prompted legislation to amend the Single Audit Act. Early in 1996, 
that legislation was moved by this subcommittee. In June 1996, 
Congress passed the Single Audit Act Amendments of 1996, which 
was subsequently signed into law on July 5, 1996. 

Today, we will explore how well the Federal, State, and local gov- 
ernments and their auditors are doing in implementing those 
amendments, and whether Congress needs to consider any further 
changes in the Single Audit Act. 

I welcome our distinguished panel, and I look forward to your 
testimony. 

[The prepared statement of Hon. Stephen Horn follows:] 

( 1 ) 
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“Implementatioii of the Single Audit Act Amendments of 1996” 

Oiieslsg Statemeat of Chairmao Stephen Hora (R-CA) 

Subcommittee on Government Management, Information, and Technology 
May 13, 1999 


A qiKirum being pr^ent, the Subcommittee on Government Management, Infonnation, and 
Technology will come to order. Today, we will discuss the states of the implementation of the Single 
Audit Act Amendment of 1 996. 

The Single Audit Act of 1 984 replaced a disparate and unmanageable approach to audits of , 
State and local programs that received Federal funding. Prior to its passage, there existed a system of 
multiple grant-by-grant audits. This created a scenario in which an organization that received Federal 
funds from more than one Federal agency could find itself spending vast amotmts of time and 
sources, managing several different Federal aidits. 

In the early 1990s, three separate studies were conducted to determine the effectiveness of the 
Act. These studies, conducted by the General Accounting Office, President’s Council on Integrity and 
Efficiency, and the National State Auditors Association, prompted legislation to amend the Single 
Audit Act. 

E^ly in 1996, that legislation was moved by this s^ommittee. In June 1996, Congress 
passed the Single Audit Act Amendments of 1996, which was subsequently signed into law on July 5, 
1996. 

Today, we will explore how well the Federal, state and local governments, and their auditors, 
are doing in implementing those amendments, and whether Congress needs to consider any further 
dianges to the Single Audit Act. 

I welcome our distinguished panel, mid I look forward to their testimony. 
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Mr. Horn. Our witnesses today will be Ms. Deidre A. Lee, Acting 
Deputy Director for Management, Office of Management and Budg- 
et; Mr. David L. Clark, Director, Audit Oversight and Liaison, Gen- 
eral Accounting Office; Mr. Auston G. Johnson, State Auditor of 
Utah, and chairman of the Single Audit Committee of the National 
State Auditors Association. 

Some of you know the routine here. Let me just repeat it for 
some of the newcomers. We are a subcommittee of the full Com- 
mittee on Government Reform. All our witnesses are sworn wit- 
nesses in terms of their testimony. When we call on you, it will be 
generally in line with what the agenda states there. Your full 
statement will be in the record. We would like you to summarize 
the statement. With three witnesses, we don’t have to rush our- 
selves today. So, if you want to go through more than a summary, 
that’s fine. 

What we like to do, however, is have a dialog between the mem- 
bers of the subcommittee once all three witnesses have spoken. 
And, you are certainly welcome when another witness has said 
something you don’t agree with or you do agree with, feel free to 
comment on that. This isn’t strictly one-way dialog, not just a train 
where cars pop off into the siding and we never see them again. 

So, if you will all three stand, raise your right hands. 

[Witnesses sworn.] 

Mr. Horn. We will start with Ms. Deidre Lee, the Acting Deputy 
Director for Management of the Office of Management and Budget, 
known to all as 0MB. 

STATEMENTS OF DIEDRE A. LEE, ACTING DEPUTY DIRECTOR 

FOR MANAGEMENT, OFFICE OF MANAGEMENT AND BUDGET; 

DAVID L. CLARK, DIRECTOR, AUDIT OVERSIGHT AND LIAI- 
SON, GENERAL ACCOUNTING OFFICE; AND AUSTON G. JOHN- 
SON, STATE AUDITOR OF UTAH AND CHAIRMAN, SINGLE 

AUDIT COMMITTEE, NATIONAL STATE AUDITORS ASSOCIA- 
TION 

Ms. Lee. Good morning. Chairman Horn. I appear before you 
today to discuss the Single Audit Act Amendments of 1996, and I 
would like to thank you, Mr. Chairman and members of the sub- 
committee, for your continued efforts to improve financial manage- 
ment throughout the Federal Government. 

The Single Audit Act of 1996 is one of several laws this sub- 
committee has used to promote financial accountability in govern- 
ment. The key financial management legislation of recent years, 
the Chief Financial Officers Act of 1990, the CFO Act, and the Gov- 
ernment Management and Reform Act of 1994, which we refer to 
as GMRA, together require the Federal Government to prepare and 
have audited agency and governmentwide financial statements. 
These have received important support from the subcommittee. 

The interrelationship of these legislative initiatives becomes 
more apparent as the government gains experience in preparing 
audited financial statements. To make the CFO Act and the GMRA 
financial statement process work, the government relies on a single 
audit process to provide assurance over more than $300 billion in 
Federal funds which are expended annually by States, local govern- 
ments, and nonprofit organizations. 
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You very clearly outlined the background of this act and, of 
course, the history of the single audit amendment process. As you 
mentioned, one of the reasons behind this was to have some uni- 
form audit requirements to reduce the burden on the governments 
and those that participated in the audits and also to have a more 
effective use of audit resources. 

Key features of the 1996 amendment included extending the cov- 
erage to all nonprofits as well as State and local governments 
which administer Federal programs; raising the threshold for the 
audit to $300,000; and authorizing a risk-based approach in select- 
ing programs for testing. We also accelerated the time period 
through which a single audit was due after the close of the entity’s 
fiscal year and increased some administrative flexibility, primarily 
through use of pilot projects, and an increase in the threshold when 
it was appropriate. 

So what has been done so far in the last 3 years? Certainly we 
have now — and I have it here — another update of A-133. We have 
the A-133 compliance document, which is a very collaborative proc- 
ess that we worked on to provide guidance for single audit proc- 
esses. It identifies compliance requirements as well as specific pro- 
gram guidance, and there are some 120 programs that it addresses, 
which are about 90 percent of the dollars expended by these enti- 
ties. Additionally, we’ve developed a governmentwide single audit 
data base, and we have the clearinghouse so we can look across 
and get, in fact, more consistent information on single audits. That 
is a work in process. I’ll mention later some things that we are still 
working on. 

And additionally, one of the very fine things about this act has 
been the professional approach. We have worked with the Amer- 
ican Institute of CPAs, the GAO, the grantmaking agencies them- 
selves, the PCIE, the President’s Council involving the IGs, and 
they are providing training for the State auditors and the entities 
that are involved in this as well as preparing guidelines which will 
be ready in July 1999. So a lot has been done. 

Additional future work including compliance updates: One of the 
things that the amendments mentioned is that the compliance sup- 
plements need to be kept current to provide people the guidance 
they need. As new programs or changes to the grants occur, we 
need to ensure they’re picked up in the compliance supplement so 
the auditors can use them appropriately, and we are doing that. 

Also, we’re trying to improve the clearinghouse with on-line 
forms that will aid in self-editing so we can assure that people can 
easily respond to the requirements of the act. Additionally, we’re 
coordinating with GAO in ensuring that additional audit require- 
ments don’t burden the single audit process, and I know that Mr. 
Clark will talk about that a little bit further. And we’re working 
with the IGs, the PCIE, to ensure that we have some quality assur- 
ance procedures for these audits. 

We also just last week, with concurrence of the Congress, author- 
ized a pilot program for the State of Washington where they’re 
going to look across the State at statewide education programs at 
approximately 200 local education entities. They think that this 
pilot program is going to help the State to be able to look at the 
effectiveness of their programs and find out what the single audit 
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tells us about the actual results of that education program. And 
we’re working with the Department of Education on that. 

So certainly significant progress has been made. Implementation 
continues, and we look forward to furthering this process. And I 
thank the members of the subcommittee for their interest in finan- 
cial management. 

Mr. Horn. Well, we thank you. 

[The prepared statement of Ms. Lee follows:] 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 
WASHINGTON, D.C. 20503 


Sfatement of Deidre A. Lee 
Acting Deputy Director for Management 
Office of Management and Budget 
on the Single Audit Act Amendments of 1996 
Before the Subcommittee on Government Management, Information, and Technology 
Committee on Goveimment Reform 
U.S. House of Representatives 
May 13, 1999 

Mr. Chairman and members of the Subcommittee, 1 am pleased to be here today to discuss the 
Single Audit Act Amendments of !996. First, I would like to thank this Subcommittee for its 
continued efforts to improve financial management throughout the Federal Government. Indeed, 
the Single Audit Act Amendments of 1996 is only one of several laws this Subcommittee has 
used to promote financial accountability in Government. The key financial management 
legislation of recent years - the Chief Financial Officers Act of 1990 (CFOs Act) and the 
Government Management and Reform Act of 1994 (GMRA), which together require the Federal 
Government to prepare and have audited agency and Government-wide financial Statements — 
received important support from this Subcommittee. 

The interrelationship of these legislative initiatives becomes more apparent as the Government 
gains experience in preparing audited financial statements. To make the CFOs Act and GMRA 
financial statement process work, the Govanment needs to rely on the single audit process to 
provide assurance over the more than S300 billion in Federal funds expended annually by States, 
local governments, and non-profit organizations. 

BACKGROUND 

. In short, the single audit process became widely accepted with the Single Audit Act of 1 984. 
Under this act, State and local governments were generally required to have one audit performed 
that encompassed the financial activities of the entire entity, including all of the Federal 
programs administered by the entity - rather than performing individual audits on a grant-by- 
grant basis. Under the single audit process, grantees are responsible for having audits performed 
— usually by a certified public accounting (CPA) firm or State auditor — and then must share the 
results of the audit with the Federal Government. Federal grant-making agencies are responsible 
for using the results of these audits in their grants-monitoring processes. 

In the early 1990s, studies conducted by the National State Auditors Association (NSAA), the 
Inspectors General (IG) Council (called the President’s Council on Integrity and Efficiency, or 
the PCIE), and the General Accounting Office (GAO) concluded that the Single Audit Act of 
1984 had promoted accountability in Federal grant programs and improved financial 
management practices at States and local governments. The studies found, however, that though 
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the 1984 Act was working, there were areas that needed to be strengthened. The specific 
recommendations in these studies served as the foundation for the Single Audit Act Amendments 
of 1996 (1996 Amendments or Act). 

1996 AMENDMENTS 

The 1996 Amendments received bipartisan support and were endorsed by the GAO, NSAA, and 
0MB. On July 5, 1996, the President signed the amendments into law. 

The key provisions of the 1996 Amendments: 

1) extend coverage to audits of non-profit organizations that administer Federal programs; 

2) raise the amount of Federal funds an entity can administer before they are required to 
perform a single audit from S25.000 to S300,000; 

3) authorize a risk-based approach to selecting programs for testing; 

4) accelerate the audit report due date from 13 months after an entity’s year end to 9 
months; and 

5) increase administrative flexibility in implementing the Act by authorizing 0MB, in 
certain circumstances, to use pilot projects and increase the $300,000 audit threshold. 

OMB ACTIONS TO IMPLEMENT THE 1996 AMENDMENTS 

The 1996 Amendments charge the Director of OMB with overall responsibility for implementing 
the Act. To fulfil this responsibility. OMB has completed several major initiatives -- ranging 
from issuing Government- wide single audit policies in OMB Circular A-133 to developing 
implementation tools for grantees and auditors. The following paragraphs detail OMB’s 
implementation of the 1996 Amendments. These accomplishments would not have been 
possible without the sustained support of single audit stakeholders - particularly, the GAO, 
Federal grant-making agencies, NSAA, and the American Institute of Certified Public 
Accountants (AICPA). 

Circular A-133 : On June 30, 1997, OMB published a revised Circular A-133, “Audits of States, 
Local Governments, and Non-Profit Organizations,” which establishes uniform single audit 
requirements for States, local governments, and non-profit organizations that administer Federal 
programs. As aresult. Circular A-128, issued in 1985, which established separate audit 
requirements for States and local governments, was rescinded that same day. Because the single 
audit studies noted Federal agency inability to implement OMB guidance in a timely manner, 
OMB coordinated Federal agency efforts to incorporate Circular A-133 in agency regulations 
within two months of its issuance. 
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Compliance Supplement : In June 1997, 0MB published the Circular A-133 Compliance 
Supplement. This document identifies key compliance requirements the Federal Government 
expects auditors to address in performing single audits. The last previous update of the 
compliance supplement was in 1991 . In the single audit studies. State auditors and independent 
public accountants said that their single audit work was hampered by the lack of updated 
compliance supplement information. In 1996, 0MB led an interagency team to update the 
compliance supplement so that it would be available as auditors conducted the first cycle of 
single audits performed under the 1996 Amendments. In addition, 0MB established a process 
for using interagency teams to issue annual updates to the compliance supplement. As a result, 
the first annual update of the June 1 997 compliance supplement was published in May 1998. I 
am pleased to announce that the second annual compliance supplement update was recently 
finalized. It will be available soon on 0MB ’s home page and in hard copy. This April 1 999 
compliance supplement provides specific guidance for auditing approximately 120 Federal 
programs, which account for over 90 percent of Federal funds expended annually by States, local 
governments, and non-profit organizations. 

Government-wide Single Audit Database : Another key recommendation identified by the single 
audit studies was to make better use of single audit results. In September 1996, 0MB led an 
interagency task force, working with the Federal Audit Clearinghouse, to establish a government- 
wide database for single audit results. In August 1997, 0MB finalized a standard “data 
collection form,” used to collect information about grantees, the Federal programs they 
administer, and the related single audit results. This information is then entered into the 
Clearinghouse’s database. By 1998, the database was fully operational and publicly accessible 
on the Internet. 

As with any new system, the Clearinghouse experienced initial implementation problems. 
However, working with 0MB and an interagency users group, the Federal Audit Clearinghouse 
has addressed, or is in the process of addressing, their most significant challenges. The Federal 
Audit Clearinghouse is also developing a “web-based data collection form” that should be 
available for use by Fall 1999. The web-based form provides built-in, on-line edit functions and 
user-friendly, interactive capabilities, which should significantly improve the data collection 
process. 

Professional Outreach : Since passage of the 1996 Amendments, 0MB has been providing 
training in single audit requirements and helping develop single audit implementation tools. 

0MB staff have given extensive training to grantees and single audit professionals at AICPA 
national conferences, State CPA societies, and national and regional Intergovernmental Audit 
Fora. 0MB has also provided single audit training to Federal agencies - both to program 
officials and the IG community. 

On March 17, 1998, the AICPA published Statement of Position 98-3, “Audits of States, Local 
Governments, and Not-for-Profit Organizations Receiving Federal Awards,” which provides 
detailed guidance and tools for auditors conducting single audits. OMB worked closely with the 
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AICPA and State audit community in developing this guidance. In addition, 0MB assisted the 
PCIE in updating the quality control review guides used by Federal agencies to ensure that the 
single audit work performed by independent auditors adheres to professional standards. These 
guides are expected to be finalized in July, 1999. 

FUTURE INITIATIVES 

Although significant accomplishments have been made, additional work is required to 
successfully implement the 1996 Amendments. I would like to discuss several areas that require 
continued work. 

Compliance Supplement Updates : Single audit stakeholders continue to emphasize the need for 
annual updates to the compliance supplement. Experience shows that this is a resource-intensive 
exercise. The continued commitment of 0MB, Federal agencies, and GAO is necessary to 
ensure that the compliance supplement is updated on an annual basis. 

Federal Audit Clearinghouse : 0MB will continue working with the Federal Audit 
Clearinghouse to streamline the report and data submission process. The continued involvement 
of Federal agencies is needed to assure that the Government’s informational needs are met by the 
Clearinghouse. 0MB will work closely with single audit stakeholders to assess the completeness 
and accuracy of the Clearinghouse’s single audit database. 

gap’s Legislative Monitoring : Under the 1996 Amendments, GAO is responsible for 
monitoring proposed legislation for provisions inconsistent with the Act. Legislatively- 
mandated audit requirements inconsistent with 1996 Amendments would erode the single audit 
concept and reduce the effectiveness of the Act. 0MB will continue to support GAO’s work in 
this area. 

Quality Assurance : The second year of single audit reports prepared under the 1996 
Amendments are being submitted to the Federal Government, yet little has been done to assess 
the quality of single audit work performed by independent auditors. This is an important 
component of the Federal Government’s effort to improve single audits. Without evidence 
demonstrating that single audits are being conducted by independent auditors in accordance with 
professional standards and the 1996 Amendments, Federal agencies could be placing 
inappropriate reliance on the single audit process. To prepare audited financial statements under 
the CFOs Act and GMRA, the Government needs to be able to rely on the single audit process to 
provide audit coverage of the more than $300 billion in Federal funds expended annually by 
States, local governments, and non-profit organizations. The single audit process is the only 
practicable way to provide audit coverage for these funds. The PCIE recently began developing 
new government-wide quality assurance policies and procedures. 0MB will work closely with 
the PCIE and single audit stakeholders to ensure single audit quality. 

Pilot Projects: The 1996 Amendments permit 0MB to authorize pilot projects to test alternative 
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methods of achieving the objectives of the Act, after consulting with Congress. The 
Subcommittee should be commended for its insight in providing administrative flexibility in the 
Act through this provision. After recent consultation with Congress, 0MB approved this week 
the first pilot project under the 1 996 Amendments. This pilot authorizes the State of Washington 
to audit as one entity the State education system and approximately 200 local education agencies 
throughout the State. Currently, separate single audits are conducted for these 200 entities. This 
pilot is expected to result in audit efficiencies and greater opportunities to identify systemic 
problems in the State’s administration of Federal programs. 0MB and the U.S. Department of 
Education will monitor this pilot project and consider the impact of its results on future single 
audit initiatives. 0MB will also continue working with single audit stakeholders to consider 
future pilot projects. 

CONCLUSION 

0MB believes that significant progress has been made towards achieving the underlying 
objectives of the Act: improving accountability over Federal programs; establishing uniform 
single audit requirements; promoting efficient and effective use of audit resources; reducing 
burden on grantees; and maximizing reliance on single audits by Federal agencies. However, the 
sustained support and commitment of single audit stakeholders is required to ensure that future 
implementation initiatives are completed. 

Thank you again Mr. Chairman and members of the Subcommittee for your continued interest in 
improving the single audit process and Federal financial management as a whole. This 
concludes my remarks. I would be pleased to answer any questions. 


5 



11 


Mr. Horn. Mr. Turner, the ranking minority member, has joined 
us. Mr. Turner, would you like to submit your statement or read 
your statement? We have plenty of time this morning. 

Mr. Turner. I’ll submit it for the record. Thank you, Mr. Chair- 
man. 

Mr. Horn. Without objection, please submit Mr. Turner’s pre- 
pared statement and put it in as if read. Thank you. 

[The prepared statement of Hon. Jim Turner follows:] 
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OPINING STATEMENT OF THE HONORABLE JIM TURNER 
GMIT: “SINGLE AUDIT ACT AMENDMENTS OF 1996” 

May 13, 1999 


I am pleased to be here to consider the progress made by the inclusion of the 
1996 amendments to the Single Audit Act. Established in 1984, the Single Audit 
Act represents a valuable reform, in that it replaced with a single audit 
requirement the numerous federal audits of different state and local government 
programs that receive federal dollars. Additionally, the Act mandates a financial 
, statement audit. All audits required under the Single Audit Act are conducted in 
accordance with generally accepted government auditing standards issued by the 
Comptroller General of the United States and the Office of Management and 
Budget’s Circular A-133. As a result of this Act, the burden on recipients of 
federal funds has been greatly reduced, and the quality of the financial information 
reported to the federal government improved. 

In 1996, amendments to this Act extended the single audit requirement to 
non-profit organizations receiving federal financial assistance, increased the audit 
threshold, focused audits on riskier programs, improved audit reporting, and 
provided more administrative flexibility. 

The 1996 amendments also allow state and local governments and non- 
profit organizations that are subject the Single Audit Act to devise pilot programs 
to better achieve the aims of this law. The State of Washington just received 
approval for the first pilot project and will be auditing its federal funding for state 
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and local school districts as a separate single audit entity. I am pleased to see a 
State step forward and use the flexibility provided in this statute for the benefit of 
the state, local, and federal government. 

I look forward to the testimony of our witnesses and would like to thank the 
Chairman for holding this hearing. 
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Mr. Horn. We now go to Mr. Clark, the Director of Audit Over- 
sight and Liaison for the General Accounting Office. Mr. Clark. 

Mr. Clark. Thank you, Mr. Chairman. I’m pleased to he here 
this morning to discuss the refinements to the single audit process 
called for in the Single Audit Act Amendments of 1996. The refine- 
ments along with OMB’s implementing guidance, such as the com- 
pliance supplement, provide the underpinnings to improve the au- 
diting for the more than $300 billion annually of Federal financial 
assistance provided to non-Federal entities. The refinements were 
developed through the collaborative efforts of the many stake- 
holders in the single audit process, including, for example, 0MB 
and State auditors, the AICPA, and us. 

This subcommittee has played an important role in supporting 
the refinements. This hearing should help to keep attention on the 
refinements and ensure that the momentum achieved thus far in 
implementing them continues. 

This morning I would like to briefly highlight seven of the refine- 
ments and some of the actions taken to date to implement them. 
First, the refinements expand the act to cover all recipients of Fed- 
eral financial assistance. Previously the act covered State and local 
governments, but not colleges, universities, hospitals, or other non- 
profit organizations. 0MB has helped implement this refinement 
by issuing one circular. Before we had two. That now provides con- 
sistent audit requirements for all recipients. 

Second, the refinements raise the threshold for which recipients 
must obtain a single audit. Previously, many small recipients were 
required to obtain single audits, even though collectively they ac- 
counted for a very small percentage of overall Federal financial as- 
sistance. The new threshold eliminates single audit requirements 
for many small recipients while still maintaining audit coverage for 
at least 95 percent of all Federal financial assistance. In Pennsyl- 
vania, for example, the new threshold eliminates single audit re- 
quirements for approximately 1,200 smaller entities. 

Third, the refinements allow auditors to use a broader risk-based 
approach for determining which programs to test in detail in their 
audits. Previously, dollar size drove the determination of programs 
to be tested. That resulted in the same programs being tested every 
year and other programs never being tested. Today, other factors, 
such as a program’s inherent risk or vulnerability to fraud or other 
problems, also help to drive the determination of what programs 
are selected for detailed testing. This results in a better mix of test- 
ing. 

Fourth, the refinements reduce the timeframes for single audits 
to be completed and submitted to the Federal Government. Pro- 
gram managers and others had identified this refinement as crit- 
ical to being able to use single audit reports effectively. The time- 
frame is now 9 months, or will be 9 months when it is phased in, 
and it is our hope that single audits in the future can be completed 
even faster than that. 

Fifth, and my personal favorite, the refinements call for auditors 
to provide a summary of their single audit results, thereby allowing 
readers to focus on the message and critical information resulting 
from the audits. Both 0MB and the public accounting profession 
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have now issued guidance to auditors on how to better summarize 
the reports. Today, I believe, the reports are much easier to follow. 

Six, the refinements spurred the creation of a Federal automated 
data base of all single audit results. The Bureau of Census, which 
was designated by 0MB as the Federal clearinghouse for all single 
audit reports, has made great progress in developing an automated 
data base. When fully up and running, the data base will greatly 
enhance users’ ability to quickly and accurately analyze single 
audit results and should help to better focus other Federal moni- 
toring and oversight efforts. 

And seventh, the refinements provide the opportunity for pilot 
projects to test ways to further streamline the single audit process 
and to make single audit reports more useful. The Washington 
State auditor, in his written comments provided for this hearing, 
discusses a pilot project which we believe has great potential to im- 
prove the single audit process and lead to greater accountability. 

Mr. Chairman, because of the phased-in effective dates in the 
law and OMB’s implementing guidance, it’s too early to fully assess 
the effectiveness of all the refinements. Nevertheless it’s important 
to underscore the significant steps that have already been taken 
and, as I mentioned, the importance of ensuring that the momen- 
tum achieved thus far continues. 

I want to note that GAO is committed to overseeing the contin- 
ued successful implementation of refinements, including assurances 
that there are no future conflicts with the Single Audit Act. We in- 
tend to work closely with all stakeholders as we have over the last 
few years in the single audit process to identify any implementa- 
tion issues that may arise, to help develop and propose solutions, 
and to keep this subcommittee and the Congress fully informed on 
those actions and the progress being made. This concludes my sum- 
mary. 

Mr. Horn. We thank you for that very helpful testimony. 

[The prepared statement of Mr. Clark follows:] 
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Statement of Mr. David L. Clark 
Director, Audit Overeight and Liaison 
General Accounting Office 
on the Single Audit Act Amendments of 1996 
Before the Subcommittee on Government Management, 
Information, and Technology 
Committee on Government Reform 
May 13, 1999 

Mr. Chaiintian and Members of the Subcommittee: 

I am pleased to be here today to discuss the status of 
efforts to implement the Single Audit Act Amendments of 
1996. These amendments refined the single audit 
requirements enacted 12 years earlier, in 1984. The 1996 
refinements and the Office of Management and Budget's (0MB) 
implementing guidance provide the underpinnings to improve 
the auditing for the more than $300 billion annually of 
federal assistance provided to nonfederal entities. 

As a result of the 1996 amendments, uniform requirements 
are now in place for all federal grant recipients--state 
and local governments, colleges and universities, 
hospitals, and nonprofit entities. Many of the audit 
burdens previously facing these governments and nonprofit 
organizations have been reduced and the audits will be more 
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effective because they will focus on the programs that 
present the greatest financial risk to the federal 
government . 

The changes embodied in the 1996 refinements were developed 
through the collaborative efforts of the many stakeholders 
in the single audit process, including 0MB, the federal 
inspectors general, federal and state program managers, the 
state auditors, the public accounting profession and us. 
This Subcommittee played an important role by supporting 
the legislation needed to enact those changes. 

Today, I would like to provide a perspective on the 
importance of the 1996 amendments, describe some of the 
actions taken to implement them, and discuss ways in which 
the refinements will continue to evolve and benefit future 
single audit efforts. Because of phased-in effective dates 
in the law and in the 0MB implementing guidance, it is to<D 
early to fully assess the effectiveness of refinements. 
However, this hearing should help to keep attention on the 
refinements and ensure that the momentum achieved thus far 
in implementing the 1996 amendments continues. 
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EVOLUTION OF THE 1996 REFINEMENTS 

The concept of the single audit was created to replace 
multiple grant audits with one audit of an entity as a 
whole. The single audit is an organizationwide audit that 
focuses on internal control and the recipient's compliance 
with laws and regulations governing the federal financial 
assistance received. The objectives of the Single Audit 
Act, as amended, are to 

• promote sound financial management, including effective 
internal controls, with respect to federal awards 
administered by non- federal entities; 

• establish uniform requirements for audits of federal 
awards administered by non-federal entities; 

• promote the efficient and effective use of audit 
resources; 

• reduce burdens on state and local governments, Indian 
tribes, and nonprofit organizations; and 
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• ensure that federal departments and agencies, to the 

maximum extent practicable, rely upon and use audit work 
done pursuant to the act . 

We studied the single audit process, and in June 1994, we 
reported’^ on financial management improvements resulting 
from single audits, areas in which the single audit process 
could be improved, and ways to maximize the usefulness of 
single audit reports . We recommended refinements to 
improve the usefulness of single audits through more 
effective use of single audit resources and enhanced single 
audit reporting, and in March 1996, we testified^ before 
this Subcommittee on the proposed refinements. 

Subsequently, in July 1996, the refinements to the 1984 act 
were enacted. The 1996 amendments were effective for 
audits of recipients' fiscal years ending June 30, 1997, 
and after. The refinements cover a range of fundamental 
areas affecting the single audit process and single audit 
reporting, including provisions to 


' Single Audit: Refinements Can Improve Usefulness 
(GAO/AIMD-94-133, June 21, 1994). 

^ Single Audit: Refinements Can Improve Usefulness (GAO/T- 
AIMD-96-77, March 29, 1996). 
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• extend the law to cover all recipients of federal 
financial assistance; 

• ensure a more cost -beneficial threshold for requiring 
single audits ; 

• more broadly focus audit work on the programs that 
present the greatest financial risk to the federal 
government ; 

• provide for timely reporting of audit results; 

• provide for summary reporting of audit results; 

• promote better analyses of audit results through 
establishment of a federal clearinghouse and an automatec 
database; and 

• authorize pilot projects to further streamline the audit 
process and make it more useful . 

OMB's Role . 
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In June 1997, 0MB issued Circular A-133, Audits of States , 
T.ocal Governments, and Non-Profit Organizations . The 
Circular establishes policies to guide implementation of 
the Single Audit Act 1996 amendments and provides an 
administrative foundation for uniform audit requirements 
for nonf ederal entities that administer federal awards . OMB 
also issued a revised OMB Circular A-133 Compliance 
Supplement . 

The Compliance Supplement identifies for single auditors 
the key program requirements that Federal agencies believe 
should be tested in a single audit and provides the audit 
objective and suggested audit procedures for testing those 
requirements . We reported in our 1994 report that the 
Compliance Supplement had not kept pace with changes to 
program requirements, and had only been updated once since 
it was issued in 1985. We recommended that the Compliance 
Supplement be updated at least every 2 years. OMB is now 
updating this supplement on a more regular basis. The 
initial Compliance Supplement for audits under the 1996 
amendments was issued in June 1997. A revision was issued 
for June 1998 audits in May 1998, and a revision for June 
1999 audits was just recently finalized. 
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We commend 0MB for its leadership in developing and issuing 
the guidance and the collaborative efforts of the federal 
inspectors general, federal and state program managers, the 
state auditors, and the public accounting profession in 
working with 0MB proactively to ensure that the guidance 
effectively implements the 1996 refinements. 


KEY REFINEMENTS AMD ACTIONS TO IMPLHMENT THEM 


Highlighted below are several of the key refinements and 
some of the actions taken to implement them. 

Law Extended to All Recipients 

The 1984 act did not cover colleges, universities, 
hospitals or other nonprofit recipients of federal 
assistance. Instead, audit recfuirementa for these entities 
were established administratively in a separate 0MB audit 
circular, which in some ways was inconsistent with the 
audit circular that covered state and local governments. 

For example, the criteria for determining which programs 
received detailed audit coverage were different between the 
circulars. 
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The 1996 amendments expanded the scope of the act to 
include nonprofit organizations. To implement the 1996 
amendments, OMB combined the two audit circulars into one 
that provided consistent audit requirements for all 
recipients. 

More Cost-Beneficial Thresholds 

The 1996 refinements and OMB Circular A- 133 require a 
single audit for entities that spend $300,000 or more in 
federal awards, and exempt any entity that spends less than 
that amount in federal awards.^ Also, the threshold is 
based on expenditures rather than receipts . 

The Congress intended for the entities receiving the 
greatest amount of federal financial assistance disbursed 
each year to be audited while exempting entities receiving 
comparatively small amounts of federal assistance. To 
achieve this, a $100,000 single audit threshold was 
included in the 1984 act.* The fixed threshold, however, 

'If a recipient receives funds under only one program, the 
Single Audit Act amendments allows the option of a program- 
specific audit instead of a single audit. 

‘The 1984 act included a $25,000 threshold but gave entities 
that received between $25,000 and $100,000 in federal 
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did not take into account future increases in amounts of 
federal financial assistance. As a result, over time, 
audit resources were being expended on entities receiving 
comparatively small amounts of federal financial 
assistance. 

In 1984, we reported that setting the threshold for 
requiring single audits at $100,000 would result in 95 
percent of all direct federal financial assistance being 
covered by single audits. In 1994, we reported that 
coverage at the same 95 percent level could be achieved 
with a $300,000 threshold. 

Also, the refinements require the Director of OMB to 
biennially review the threshold dollar amount for requiring 
single audits. The Director may adjust upward the dollar 
limitation consistent with the Single Audit Act's purpose. 
We supported such a provision when the amendments were 
being considered by the Congress. Exercising this 
authority in the future will allow the flexibility for the 
OMB Director to administratively maintain the single audit 


assistance an option to have separate audits of each of its 
federal assistance programs or a single audit. The 1996 
amendments eliminated the dual thresholds. 
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threshold at a reasonable level without the need for 
further periodic congressional intervention. 

As a result of these changes, audit attention is focussed 
more on entitles receiving the largest amounts of federal 
financial assistance, while the audit burden is eliminated 
for many entities receiving relatively small amounts of 
assistance. For example, Pennsylvania reported that this 
change will still provide audit coverage for 94 percent of 
the federal funds spent at the local level in the state, 
while eliminating audit coverage for approximately 1,200 
relatively smaller entities in the state. 

Broader Risk-Based Focus 


The 1996 amendments require auditors to use a risk-based 
approach to determine which programs to audit during a 
single audit. The 1984 act's criteria for selecting 
entities' programs for testing were based only on dollar 
amounts. 

The 1996 amendments require 0MB to prescribe the risk-based 
criteria. 0MB Circular A-133 prescribes a process to guide 
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auditors based not only on dollar limitations but also on 
risk factors associated with programs, including 

• entities' current and prior audit experience with federal 
programs ; 

• the results of recent oversight visits by federal, state 
or local agencies; and 

» inherent risk of the program. 

For practical reasons related to the audit procurement 
process, 0MB Circular A-133 allowed auditors to forgo using 
the risk criteria in the first year audits under the 1996 
amendments. Therefore, the risk-based approach will be 
fully Implemented in the second cycle of audits under the 
1996 amendments, which started with audits for fiscal years 
ending June 30, 1998 and is currently in progress. When 
fully and effectively implemented, this refinement is 
intended to give auditors greater freedom in targeting 
risky programs by allowing auditors to use their 
professional judgment in weighing risk factors to decide 
whether a higher risk program should be covered by the 
single audit . 
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Timely Reporting 

Under the 1984 act, 0MB guidance provided entity management 
with a maximum of 13 months from the close of the period 
audited to submit the audit report to the federal 
government. The 1996 refinements reduce this maximum time 
frame to 9 months after the end of the period audited. The 
amendments provide for a 2 -year transition period for 
meeting the 9-month submission requirement. 

0MB' s guidelines call for the first audits subject to the 
revised reporting time frame to be those covering entities' 
fiscal years beginning on or after July 1, 1998 and ending 
June 30, 1999 , or after. This means that March 31, 2000 
will be the first due date under the new time frame. 

When fully implemented, this change will improve the 
timeliness of single audit report information available to 
federal program mangers who are accountable for 
administering federal assistance programs. The Congress 
and federal oversight officials will receive more current 
information on the recipients' stewardship of federal 
assistance funds they receive. 
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Summary Reporting 

The 1996 amendments require that the auditor include in a 
single audit report a summary of the auditor's results 
regarding the nonfederal entity's financial statements, 
internal controls, and compliance with laws and 
regulations. This should allow recipients of single audit 
reports to focus on the message and critical information 
resulting from the audit. 0MB Circular A-133 requires that 
a summary of the audit results be included in a schedule of 
findings and questioned costs. 

In 1994, we reported chat neither the Single Audit Act nor 
0MB' s implementing guidance then in effect prescribed the 
format for conveying the results of the auditors' tests and 
evaluations. At that time, we found that single audit 
reports contained a series of as many as eight or more 
separate, reports, including five specifically focussed on 
federal financial assistance, and that significant 
information was scattered throughout the separate reports. 

0MB Circular A-133 provides greater flexibility on the 
organization of the auditor's reporting than was previously 
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provided. Taking advantage of this flexibility, the 
American Institute of CPAs has issued guidance for 
practitioners conducting single audits that allows all 
auditor reporting on federal assistance programs to be 
included in one report and a schedule of findings and 
questioned costs. 

Better Basis for Analyses 

The 1996 refinements call for single audit reports to be 
provided to a federal clearinghouse designated by the 
Director of OMB to receive the reports and to assist 0MB in 
carrying out its responsibilities through analysis of the 
reports. The Bureau of the Census was identified as the 
Federal Audit Clearinghouse in OMB Circular A-133. 

In our 1994 report, we noted that data on the results of 
single audits was not readily accessible and discussed the 
benefits of compiling the results in an automated database. 
The Clearinghouse has developed a database and is now 
entering data from the single audit reports it has 
received. As this initiative progresses, it is expected to 
become a valuable source of information for OMB, federal 
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oversight officials, and others regarding the expenditure 
of federal assistance. 

Pilot Projects 

The 1996 amendments allow the Director of 0MB to authorize 
pilot projects to test ways of further streamlining and 
improving the usefulness of single audits. We understand 
that 0MB has recently approved the first pilot project 
under this authority. This first pilot, which was proposed 
by and will be carried out by the State of Washington, 
provides for auditing the state education agency and all 
school districts in the state as one combined entity, 
rather than having about 200 separate single audits. The 
Washington State Auditor's office has submitted a statement 
for the record that describes in more detail the pilot 
project . 

Our preliminary view is that the pilot has the potential to 
both streamline the audit process and to provide a single 
report that is more useful to users than the approximately 
200 reports it will replace. We fully support testing 
options for streamlining and increasing the effectiveness 
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of single audits and will monitor this and any other pilot 
projects that are approved in the future. 


We are committed to overseeing the successful 
implementation of the 1996 amendments, working closely with 
all stakeholders in the single audit process and 
periodically providing information to the Congress on the 
progress being made on all of the refinements. Mr. > 

Chairman, this concludes my statement. I will be glad to 
answer any questions you or other Members may have at this 
time . 


(911943) 
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Mr. Horn. Our last witness will be Mr. Austen G. Johnson, the 
State Auditor of Utah. He is also the chairman of the Single Audit 
Committee of the National State Auditors Association. Besides his 
remarks going into the record at this point, we will also attach 
with them the statement from Brian Sonntag, the Washington 
State auditor. It’s roughly 12 or 13 pages, and that will go fol- 
lowing Mr. Johnson’s testimony. 

Mr. Johnson. 

Mr. Johnson. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity to be here today and to address this subcommittee. The 
State audit community is basically where all of the theories and 
philosophies of the Single Audit Act come together. It’s where the 
rubber hits the road, I guess you’d say. We are the ones who try 
to implement all of the provisions that have been delineated in the 
different documents, and try to make the Single Audit Act work. 

In the broadest terms, the Single Audit Act has been a tremen- 
dous success. The act of 1984 was great in moving forward the 
overall auditing of Federal programs, and the refinements that 
came about in the 1996 amendments went a long way to taking 
care of some of the problems. Mainly the problem with auditing of 
the major programs is that we were auditing the same programs 
over and over every year because we were only auditing the largest 
programs. With the risk-based approach, we were able to look at 
problems that we were able to identify from a lot of work we had 
done at States that had a greater risk than some of the larger pro- 
grams that had been audited for 10 years at that time. 

We have had some concerns with the Single Audit Act, the imple- 
mentation, but those concerns are in the written statement that 
I’ve submitted, and in actuality they seem a lot worse in writing 
than they really are. Whenever you have a new program in its im- 
plementation process, you’re going to have problems, and this one 
has created problems. I think there’s been some Federal depart- 
ments that have jumped the gun a little bit and have put some 
pressure on us to do things that would have been better left a cou- 
ple of years until we could get a better handle on this, but those 
things are being worked out through cooperative efforts with the 
State auditors, the GAO, 0MB, mainly through the intergovern- 
mental audit forums where we can meet with the Inspectors Gen- 
eral of the various departments and work through these issues, 
and we have solved a lot of the issues that have come up, and I 
think we will continue to solve the issues. 

There is one situation that I think is beyond what we can do 
through the forums, and that is going to take a legal or a legisla- 
tive action, and that would be access to records. And quite frankly, 
some of this is outside the realm of a single audit, but I think as 
State auditors we see the expenditure of all tax dollars, whether 
they be State or Federal, as our responsibility. And in doing single 
audits, we have access to a lot of records that we would like to 
check against other records, and with computers available to us, we 
can do that, but there are different privacy acts that are in place, 
confidentiality acts, department by department, that don’t allow us 
to cross-match records from one Federal department to another. 
And we think that there could be some benefit gained by being able 
to do that, but like I say, in some cases it is outside the realm of 
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the Single Audit Act, but we would like to pursue that, and it 
might take some clarifications in the law that would allow us ac- 
cess to those records. Actually, we do have access to the records. 
We just don’t have the ability to use them in auditing other pro- 
grams. 

Mr. Horn. You make an excellent point, and I think when we 
discuss the privacy bill a few months from now, maybe that’s 
where we could tuck it in, because you’re absolutely correct. You 
ought to have that cross-reference. 

Mr. Johnson. I think we could do some great things. It may 
make some people nervous, but I think we could do some great 
things in being able to do that. 

Some of the things that need to take place are, first of all, we 
need to have continued support of the intergovernmental audit fo- 
rums, the ability to sit down and openly and clearly, honestly dis- 
cuss issues and bring them to a conclusion that’s mutually bene- 
ficial to everyone. 

The compliance supplement needs to continue to be updated an- 
nually. When the compliance supplement was first put together — 
I think we got it in August, June, or August — it was way too late 
for us to use. We’re up to the point now where it’s dated May 1. 
The efforts of 0MB, I think, have been tremendous in being able 
to get that document out in the timeframe that’s beneficial to State 
audits. Most States have a fiscal year end of June 30, and in order 
for us to really make use of that document, we need it in March 
in order to assist in our planning, and I think it’s getting closer. 
That will continue to improve. I think there’s over 100 programs, 
118 programs, I think, now in the current supplement. There can’t 
be that many more programs that are significant, so I think we’ve 
hit the point where it will be easier to update that thing each year, 
and the problem of timeliness will go away. 

And we need GAO to continue to review legislation so that indi- 
vidual audit requirements don’t creep into legislation for specific 
departments that would conflict with the Single Audit Act without 
a real open public debate between State auditors, GAO, 0MB, and 
the department on why that has to be. And that, Mr. Chairman, 
would conclude my remarks. 

Mr. Horn. Well, thank you very much. 

[The prepared statements of Mr. Johnson and Mr. Sonntag fol- 
low:] 
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Brief History of Single Audits 

During the 1960’s, there was a tremendous growth in federal assistance to state 
and local governments. This growth in assistance and the corresponding desire to have 
appropriate oversight by federal agencies caused changes in the way federal funds have 
been audited. 

Throughout the 60’s and much of the 70’s the federal government supported a 
concept of grant-by-grant auditing. Each federal agency had a cadre of auditors who 
were trained to audit their programs. By the mid-1970’s, there were more than 100 
individual audit guides, each designed to audit an individual program. The diversity in 
materiality and audit procedures between the various audit guides was tremendous. 

Since each federal agency had their own audit group, recipients of federal 
assistance were often inundated with auditors. This process did not provide for sharing 
information or audit results between federal agencies. 

In an attempt to standardize audit requirements, the U.S. General Accounting 
Office (GAO) issued Government Auditing Standards, referred to as the Yellow Book in 
1972. The Yellow Book has gone through several revisions, and there is currently a 
standing committee, whose purpose is to revise the Yellow Book and make sure it is up- 
to-date. 


Also in 1972, The U.S. Office of Management and Budget (OMB) issued Circular 
A-102, Uniform Requirements for Grants and Cooperative Agreements with State and 
Local Governments, which provided administrative regulations for grants and contracts 
with state and local governments. 

Although the Yellow Book and A-102 went a long way in standardizing 
administrative procedures, and audit requirements, the burden of grant-by-grant auditing 
was still too much for both federal agencies, and recipient governments. Attachment P to 
Circular A-102 was issued in 1 979, it required an organization wide audit to be 
performed. The, attachment P, audit could be performed by non-federal auditors and the 
subsequent report had to be accented bv all federal agencies . 

The concept of a single audit that would meet the needs of all federal agencies 
was not quickly embraced, and in fact is not fully embraced today. Many federal 
agencies continued to perform grant-by grant audits, and since these agen,;ies continued 
to send auditors, recipient governments were reluctant to pay for a single audit. Also, 
since the requirement was in regulation form, many governments did not take it seriously. 

The Single Audit Act of 1 984 codified many of the audit requirements established 
in Attachment P, and put the force of law behind organization wide audits. Following the 
Single Audit Act, OMB issued Circular A-128, Audits of State and Local Governments. 
A-128 was the implementation guide for the Act. In 1985 a compliance supplement was 
issued in cooperation with many federal agencies. The supplement contained legal and 
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regulatory requirements, along with suggested audit piocedmes. It included the 60 most 
significant federal assistance programs, which represented about 95% of the total 
assistance received by state and local governments. 

OMB issued CacuXac A-133, Audits of Institutions of Higher Education and Other 
Nonprofit Insitittions, in 1990. A-133 paralleled A-128 in many ways and was applicable 
to Audits of Institutions of Higher Education and Other Nonprofit Institutions. A 
compliance supplement applicable to A-133 was also issued. 

Studies performed by the National State Auditor’s Association (NSAA), the 
President’s Council on Integrity and Efficiency (PCIE), and GAO indicated that there 
were problems with the basic approach taken by the Single Audit Act in selecting what 
were called “Major Programs.” Many federal program administrators were not relying on 
the single audit because it did not meet their needs, and there were other technical 
problems identified in the Act that needed to be fixed. 

The Single Audit Act Amendments were passed into law in 1996. The 
Amendments applied to both state and local governments, and to higher education and 
nonprofits. Circular A-128 was superceded by a new Circular A-133, which applied to 
all recipients of federal assistance. 


Changes to the Single Audit Act as a result of the Am endments of 1996 and the 
revised A-133 

There were several significant changes to the Single Audit Act as a result of the 
1996 amendments. First of all, the new act applied to nonprofits and institutions of 
Higher Education. The act of 1984 only applied to state and local governments. 

The amendments raised the threshold for a single audit from $25,000 to $300,000, 
and changed the focus of the audit from strictly the highest dollar programs to a risk 
based approach. The change to a risk based approach gave the auditor greater 
opportunity to audit programs that posed a potential risk regardless of the size of the 
program. It also provided federal agencies an opportunity to designate programs as high 
risk, (i.e., a high likelihood of noncompliance with applicable laws and regulations). 

The reporting deadline for submission of single audits changed from 13 months to 
9 months. There was however, a two-year implementation period written into the 
circular to allow for this change. 

Monitoring of subrecipients would have to change if subrecipient received less 
that $300,000 in federal assistance. Many governments had relied on single audits of 
subrecipients as a monitoring tool. Recipient governments could make use of “limited 
scope audits” to monitor. However, the recipient government would have to pay for the 
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audit. The cost could not be transferred to the subrecipient, but would be eligible for 
federal reimbursement by the recipient govenanent 

Performance audits are allowed upon authorization by OMB under the 
amendments. 

A data collection foim is now required. It provides information to be 
accumulated by OMB through the single audit clearinghouse, to evaluate the need for 
future changes in single audits. The data collection form also provides for centralized 
reporting of sh^e audit results. 

Revised Circular A- 133 also provides for the “clustering of progrms”. Federal 
programs with similar compliance requirements could be considered as one program for 
testing. 


Problems noted in implementing foe provisions of the Single Audit Act 
Amendments and the revised Circular A-133 . 

As with the implementation of any new program, there are bound to be some 
problems, and the Single Audit Act Amendments and Circular A-133 were no different 
One of the complaints about single audits, going back to 1984, is tiiat questioned costs 
generated by non-federal auditors are not as large as those generates! by federal auditors 
when they were performing grant-by-grant audits. This complaint is probably true, but 
can be easily explained. Federal aufitois would spend a significant amount of time 
looking at a sin^e program, or a group of programs admimstoed by a single federal 
agency. As was mentioned earlier, this type of auditing caused problrans with recipients, 
and did not provide coverage of the number of programs that the federal agencies wanted. 

Under the Single Audit Act, the number of programs audited was much greater. 
However, the depth of the audit was significantly less. It has been said that federal 
auditors audited a foot vride and a mile deep, while non-federal auditors audited a foot 
deep and a mile wide. This difference is not seen as a problem by state auditors, and in 
fact is seen as an efficient and cost effective way to audit federal programs. This process 
allows federal agencies the opportunity to build on the single audit, or to concentrate their 
efforts on problems identified by the non-federal auditors. 

There were initial problems with submission of the Data Collection Form. Some 
reports indicated more than 90% of the forms were rejected. This was caused in large 
part because of the rush to “get something on the street.” OMB did a great job of having 
the form available in a very short paiod of time. As of May 6, 1999, of fee 
sgjproximately 37,000 reports submitted, 27,000 have been accepted for an acceptance 
rate of about 73%. However, many of these “accepted” foims have been submitted more 
than once. This indioates that although many of fee problems have been solved, there is 
still work to do in training submitting govemmente and CPA’s in properly completing the 
form. 
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Subparagraph 7503 of the amendments states: “An audit conducted in accordance 
with this chapter shall be in lieu of any financial audit of Federal awards which a non- 
Federa! entity is required to undergo under any other Federal law or Federal regulation.” 
It also states that if the audit doesn’t meet its needs, the federal agency can arrange for 
additional audits to be performed. To date, the Environmental Protection Agency (EPA) 
and the Federal Aviation Administration (FAA) are the only agencies that we are aware 
of who have required additional audits. 

The Clean Water Act State Revolving Fund (SRF) administered by EPA requires 
a separate audit. Although EPA expressed reasons for requiring septate audits, the state 
audit community, in a letter dated April 1, 1997, stated this requirement “...contradicts 
and undermines Congress’s expressed intent” in adopting the Single Audit Act. 

Currently, EPA is sending audit teams to audit states that have not ananged for separate 
audits. We consider this to duplicate the work performed as a result of the Single Audit 
Act and an unnecessary use of federal fimds. 

In an advisory circular dated August 3, 1998, the FAA required a review and 
opinion of the review on the agency’s funding activities with respect to its airport or local 
aiiport system each time a single audit is required. This requirement is a result of section 
805 of the FAA Reauthorization Act of 1996. 

In this case, requirements were added to single audit reporting before the first 
reports r^uired by the Single Audit Act were even submitted. The FAA, following 
intervention by 0MB, is now reviewing airport audits on a case by case basis, and will 
require the additional reporting only in situations where it is deteimined there is sufficient 
risk. This compromise is in keeping with the intent of the Single Audit Act, in which 
federal agencies build on the work completed as part of a single audit. 

Every time a situation like the two illustrated occurs, the single audit and the idea 
of risk based auditing is undermined and the single audit loses its value in being 
consistently and evenly applied. GAO needs to be vigiiant in identifying individual 
agency audit requirements that would undeimine the effectiveness of the Single Audit 
Act 


Problems or situations that need to be addressed in the fntnre . 

Since reports required under the risk-based approach are just now being received 
by the clearin^ouse, it is difficult to assess the success of the Amendments to the Single 
Audit Act. There are several situations that need to be addressed. 

With the incredible power available to state auditors through the use of 
computers, there are opportunities to provide testing of federal programs that may be 
outside of the requirements of the single audit. We have the ability to cross check 
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records gathered by one federal agency against those of other federal agencies. However, 
when this has been attempted, the results have been less than favorable. 

In one situation that was required by the Single Audit Act, the state auditors of 
Connecticut and Louisiana were testing the Temporary Assistance to Needy Families 
(TANF) program. Audit work requires testing of the Income Eligibility Verification 
System (lEVS). One element of the lEVS is Internal Revenue Service (IRS) 1099 data. 
The IRS has refused to provide this information stating that in their opinion neither the 
single audit act nor IRS regulations would allow access to state auditors. Althou^ the 
Compliance Supplement has been revised to eliminate the need to review 1099 data, the 
need for state auditors to have access to records has not been settled. 

In another case, the State of Texas wanted to match HHS program recipients with 
USDA recipients but were denied ability to do this by USDA. They cited privacy issues 
as the reason. 

The State of New York has been denied access to Medicare Part B claims. HCFA 
has steadfastly refused to give information citing confidentiality issues. Chily after 
considerable delays were they granted access to Medicare Part A information. Hie 
information was needed to run matches between Medicare and Medicaid. 

In Utah we wanted to match student records with Unemployment Records and 
various other records to identify individuals that might be wrongfully receiving federal 
assistance. The Department ofEducation denied access citing privacy issues. We were 
told we could have the records only to test programs within higher ^ucation. 

State Auditors need a clear statement in Federal Statute providing access to all 
records necessary for us to perform audits. Obviously state auditors would be under the 
same confidentiality requirements as anyone else handling the same records. However, 
The benefits to the federal government as a whole could be greatly enhanced if state 
auditors were allowed to develop iimovative audit tests using existing federal records. 

The Amendments to the Single Audit Act were designed to reduce audit burden 
and reduce cost of the single audit. In raising the threshold to $300,000 tliis was certainly 
accomplishai for many smaller entities. However, some early comments by state 
auditors and independent auditors of larger entities, indicate that this may not be true in 
all cases. Information needs to be gathered to determine the effect of the amendments. If 
there are increases in costs or time is it the result of start-up, i.e., adjusting to the risk 
based approach, or some other cause. 

One other cause could be federal agencies meeting the requirements of the Chief 
Financial Officers (CFO) Act. As federal agencies are required to comply with the CFO 
act, they are reljdng on information that can be obtained and tested under the umbrella of 
the single audit One example of this is the Department ofEducation (DOE) requirement 
that the Federal Family Education Loan (FFEL) program be audited as a major program. 
One of the reasons for requiring an audit of this program was so that the DOE could 
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receive certain assurances because this program has a direct and material effect on DOE’s 
agency wide financial statements. Although we agree that this work is necessary to DOE, 
it should not be confused with the requirements of the single audit act, as it would inflate 
the costs of the single audit and mask the costs of compiling a financial statement for 
DOE. 


The 1996 amendments require OMB to review certain provisions of the circular 
on a periodic basis. One in particular is the audit threshol4 now set at $300,000. The 
question to be answered is, should the threshold be changed. Information gathered on the 
data collection forms should provide a basis for &ture decisions. 

The current circular requires Type A programs (large programs) to be audited at 
least every three years. A determination that a Type A program is low risk, will allow it 
to be skipped in the audit cycle for two years, but then it must be audited in the third year. 
Experience with the new act should be used to determine if this cycle makes sense. It 
may be that low risk Type A programs can go longer between audits without any adverse 
effects. 


Communication must be open and honest. The National Intergovernmental Audit 
Forum is essential in providing an environment where state, local, and federal auditors 
can meet and discuss common issues and concerns. The forum needs a continued level of 
support and funding in order for it to assist all levels of auditing. 

The Compliance Supplement must be updated annually. The supplement 
provides information on the nature and objectives of federal programs. It identifies the 
significant compliance features of each program and suggested audit procedures. The 
Compliance Supplement is arguably the most important document used by auditors in 
perfonning single audits. OMB has done an admirable job in producing the supplement 
on an annual basis. We continue to stress the importance of thnely updates to this critical 
document for use by the audit community. 

GAO should continue to review legislation so that audit requirements for 
individual federal programs that would conflict with the single audit act is not introduced. 
The reasons for any specific audit requirements should be reviewed and approved by 
OMB and GAO prior to passage. In this way only the truly extraordinary situation will 
receive special attention. With a little understanding and compromise, all perceived 
special circumstances could probably be covered by the Single Audit Act. 

In conclusion, even with all the comments made in this document, the 
Amendments to the Single Audit Act have been beneficial to the auditing of federal 
programs. We need an ongoing review of the Single Audit Act in order to maximize the 
benefit to federal, state, and local users. 
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Mr. Chair, Members of the Subconunittee. Thank you for the opportunity to 
provide comments regarding the implementation of the Single Audit Act 
Amendments of 1996. 

By way of background, the Washington State Auditor is both a constitutional and 
statutory officer. The Constitution specifies that the State Auditor is the auditor of 
public accounts and by statute is the auditor of all Washington State agencies and 
local governments. There are approximately 160 state agencies and 2,300 units of 
local government. 

The Washington State Auditor’s Office has a long history of auditing federal 
giants and performing single audits. Since the enactment of the Single Audit Act, 
we have performed in excess of 5,000 single audits. Under a fairly recent state 
Legislative mandate, we have also perfonned agreed-upon procedures 
engagements involving publicly funded not-for-profit organizations delivering 
services on behalf of the state of Washington. 

Our purpose in providing these comments is to share: 

> General observations about the implementation of the 1996 amendments. 


- 2 - 
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> Specific observations relative to aspects of the Act and its implementing 
guidance, and 

> Recommendations. 

General observations. 

The Single Audit Act amendments of 1996 were long overdue. Notable among the 
changes were the dollar threshold for federal audit requirements; more clearly 
defined roles for the Office of Management and Budget (OMB), grantor agencies, 
recipients and subrecipients; and the riskcd'based approach for single audit 
coverage. 

The OMB should be commended for its leadership in implementing the 1996 
amendments and in carrying out its obligations under the Act. We appreciate their 
thoughtful inclusive deliberations. Overall, OMB has been very responsive to 
the audit community within the powers that have been granted to it. 


- 3 - 
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We also can report that we have seen increased understanding of single audit 
requirements and reports by grantor agencies. This is a move in the right direction. 

Specific observations . 

Our specific observations are intended to address aspects of the Act that we feel 
could be further refined. We make these recommendations with the goal of 
ensuring that the citizens of the United States receive maximum value for each 
dollar allocated for audit purposes. 

1 . Granting of pilot projects. 

The Act calls for OMB to authorize pilot projects to lest alternative methods 
of achieving the purposes of the chapter. We advocated this provision and 
value the fact that it was authorized. 

We made this request because in 1995 we had proposed to OMB that we 
take a more global approach to the audit of K-12 education dollars in our 
state. This proposal could not be granted due to OMB’s lack of authority 
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In a nutshell, our proposal was to audit K-12 as a single system of 
goveimnent rather than auditing the 190 school districts that require a single 
audit. In addition to saving the taxpayers in excess of $400,000 annually in 
audit costs, we would also be positioned to provide more relevant systemic 
information on this area of government to managers and policy makers. 

Recognizing that we have all been in a learning curve relative to our pilot 
project, we do feel there is still tremendous room for improving the process 
for granting pilot project authority. 

We are just now getting final authority to proceed with this project, four 
years tifter it was proposed. In file meantime, the taxpayers have fimded 
lesS'than-optimum audit coverage. 

2. Risk-basedprogram selection criteria. 

Introducing the risk-based approach to single audit represented a sigmficant 
shifi. It was a move in the ri^t direction. However, we feel the model 
needs to be studied to determine whether it is ensuring maximum value for 
the audit dollar. 
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Cun-ently, the risic-based model focuses on programs mid still uses fotmulsB, 
percenlages and dollar thresholds to itetennine audit coverage. 

We feel the model needs to be reevaluated to give greater fietubility to the 
auditor in deterauning audit coverage. For example, die risk assessment 
needs to be performed on the organization as a whole prior to perfonning the 
risk assessment on any individual program. 

Too often we have found that institutional probletm have been missed 
because the audit focused too heavily on individual pro^ams and funding 
streams. 

Blended resources movement. 

We are finding that federal and state grantor agencies are encouraging 
recipients and subrecipients to blend resources in the delivay of public 
services. No one disputes the merits of this strategy. 
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However, we have found that the Single Audit Act and implementing 
guidance do not address administrative and accountability expectations for 
this method of hmding public services. 

Effective blending of resources from more than one grantor a^ncy or 
program within an agency also requires a significant commitment to 
coordination and collaboration. 

It is important to note, however, that the state of Washington may be unique 
among the states in not bavmg established an institutiomd arrangement to 
suj^OTt the blending of resomrces. 

4. Subrec^ient and vendor determinations. 

OMB Circular A-133 outlines criteria to be considered in detennining 
whether an auditee is a subrecipient or a vendor. While the criteria seems 
reasonable and feirly straight forward, in practice it is very difficult to 
intetpret and, we believe, creates incentives to go the vendor route. 
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Quite frankly, we find that pure econamics are driving the propensity to 
classift' service providers as vendors rather than subrec^ents. Hie bottom 
line is die &ct that the administrahve burden is less in a vendor relationship. 
There is a si^hficant loss of accountability when a contract specifies a 
vendor rt^onsl# rafiier than a subrecipiait rektionshqi. 

We find diat al too fiequently dial various officials within the same federal 
and state agencies cannot agree on who is a venthir and who is a 
subrecipient. 

As this determinatioa is critical to the ddivery of many federal propaiBS, we 
feel that more research and guidance is necessary in how to draw 
distinctions between subrec^ieiits and vendors. 

5. Oversight for auMrespomtiOUks. 

While the guidance ovasiyit agmcies outlined in 0MB Circular A-133 
make sense, in piacfice agencies me not routmely assuming these 
reqioiisibilitics. Fiom our perspective, this is primarily due to resource 
constraims m the federal and state level. 

- 8 - 
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There are significaTit responsibilities associated with being an oversi^ 
agency. Canying out these duties does not come without cost. For many 
federal and state agencies, it appears to not be a priority in terms of hmding. 

Many of the reportable condidoi^ that we have identified during our audits 
could have been precluded had there been an effective oversight agency. 

The role of the oversight agency is particularly critical to the effective 
administration of hinds that are blended in delivering public services. 

6. Harmony between the Single Audit Ad and the Government Performance 
and Results Act. 

The Single Audit Act is focused on compliance and red tape rather than 
performance or results. 

We foci we are at a crossroads in terms of implementing die Government 
Peifbimaace and Results Act as well as similar acts at foe state and local 
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level. Serious consideration needs to be given to how audit can support its 
implementation. 

Recommendation . 

Our comments are based on our experience in performing in excess of 5,000 single 
audits since enactment of the original Single Audit Act and are intended to be 
constructive. 

We feel that as we approach the millennium, it is timely to study the fundamental 
tenants of the Single Audit approach and requirements. The overall goal of 
revisiting the Act would be to ensure that the citizens of the United States are 
receiving TnaYiTniim value for each audit dollar erq^ended in delivering public 
services. 

In carrying out this study, it is critical to involve those charged with authorizing 
and delivering public programs and services. We also need to ensure that single 
audits produce valuable information that can be used by citizens in assessing 
whether governments are accountable for the tax dollars they spend. 


- 10 - 
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Thank you for holding the hearing on this important topic and inviting our written 
comments. 
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Mr. Horn. Mr. Turner, do you wish to start the questioning? 

Mr. Turner. No, you can go ahead, Mr. Chairman. 

Mr. Horn. Mr. Johnson, in your written testimony, you stated 
there were initial problems with the submission of the data collec- 
tion form. You stated that some reports indicated that more than 
90 percent were rejected, and that this was caused in large part 
because of the rush to get something on the street even though we 
appreciate what 0MB did when we’re talking about the guidelines. 
So, would you first describe for us the purpose of the data collection 
form? 

Mr. Johnson. Yes. The data collection form, in all the time we’ve 
been doing single audits, we’ve never actually accumulated data on 
what was happening, what programs were being audited, what was 
the extent of coverage of Federal dollars out there. And the data 
collection form allowed — will allow the collection of data that will 
be beneficial in setting parameters for future single audits or 
amendments to single audits again. 

The form is just a way for the auditee and the auditor to put 
down information, findings that were issued, question costs that 
were a result of the audit, the programs that were audited, the 
type of opinion that was given, that type of information. 

I think the reason we had problems with submission is that the 
form was being formulated and put together at the same time that 
the compliance supplement was being put together, and we were 
running up against deadlines to submit reports, and something had 
to be put out, and it came out. And I think it was very confusing 
because it asked questions that auditors and auditees never had to 
answer before. It showed that there was some gaps in knowledge 
out there about oversight agencies and cognizant agencies and dif- 
ferent fine points of the Single Audit Act, and because of that — and 
I think also it was because of the way the clearinghouse was 
tasked in entering the data. They were not doing desk reviews. 
They weren’t correcting anything. If there was the slightest error 
at all, it was rejected and sent back for resubmission. I think that’s 
why it added to the large number of problems there, the rejections 
in the first go-around, but I understand it’s getting better, and I 
think it will continue to get better as people become aware of how 
that form is supposed to work. 

Mr. Horn. So you’re optimistic about it. 

Mr. Johnson. Oh, yes. 

Mr. Horn. Ms. Lee, do you have any comments on that? Do you 
agree with that? 

Ms. Lee. The group is working together. This is a very collegial 
group. One of the things they’re trying to do is make the form elec- 
tronic, which in itself will have some self-edit. The person trying 
to enter it, if they try to enter it incomplete — or with wrong data, 
they will immediately know that they need to make some changes. 
There won’t be this frustration of, “I sent in and I get it back.” So 
I think that’s an improvement that’s going to work. 

Mr. Horn. Mr. Clark, do you have any comment on that? 

Mr. Clark. I want to underscore the importance of it, and I 
think what we’re seeing is a product of the recognition that the 
data collection form and the creation of the data base really has a 
lot of potential, and I’m glad that we’re dealing with the problems 
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now. I think it’s worth the investment, and the progress, I think, 
is fine. The first year there were problems, but again, going back 
to the audit forum process, those problems were identified imme- 
diately. The right stakeholders got together and worked on it. I 
think it’s been solved fairly fast. 

Mr. Horn. Just as a general question, is there anything now that 
you’ve had some experience with the single audit that you feel we 
should add to the law, or can it all be done by regulation, and if 
so, what are the things — now that you’ve experienced this, we 
missed? 

Mr. Johnson. I think the one that I brought up about access. 

Mr. Horn. That’s a good point. 

Mr. Johnson. Information, the ability to cross-test would be nice. 
If it was in the Single Audit Act, I think it would clarify the issue 
if that was able to supersede some of the privacy acts. And we un- 
derstand as State auditors that we would be subject to the same 
confidentiality, but we handle confidential records all the time, so 
it’s not an issue, I don’t believe. Otherwise I think the Single Audit 
Act pretty well covers everything we need. I think everything else 
can be handled through regulation working with GAO and 0MB on 
this. 

Mr. Horn. Mr. Clark, do you have any suggestions on this after 
you sort of lived reviewing this? 

Mr. Clark. I have lived most of my life doing this. If we go back 
to the 1996 amendments, that was a product of a 6-year effort. 
Every stakeholder was involved. The State auditors had done a 
study of the single audit. The Inspectors General had done a study 
of the single audit. We took our time, and we did it right. I think 
when the amendments passed, we had more than consensus. I 
think we almost had unanimity on what needed to be done. 

We have this phase-in approach, as I mentioned. We’re going to 
be beginning some studies. We’re going to be looking to see how 
this is working; whether, in fact, everything everybody wanted is 
being achieved. 

The act provides a lot more flexibility — the amendments provide 
a lot more flexibility to the act than it did before, things like the 
pilot program. 0MB has some authority to raise the threshold. I 
would like to keep that current. 

There may be a point a few years down the road where, based 
on reviews that we may have done or issues identified by the peo- 
ple, that a consensus will begin to emerge, or maybe something will 
need to be done. But at this point I’m not aware of anybody coming 
to the table and saying there’s something about the act, or about 
the amendments or, about OMB’s role that needs to be addressed. 

Mr. Horn. Ms. Lee, do you have anything after you have gone 
through this comma by comma or semicolon? 

Ms. Lee. Just again, on the threshold, I anticipate we need a 
couple of years, 2 years, before we will look at that threshold and 
say is that still the appropriate threshold. I think, again, the collec- 
tion of data and the clearinghouse is going to give us a lot of infor- 
mation to show us what programs were looked at to what level, to 
what degree, and from there then we probably will get back conge- 
nially and say, OK, are we about right on the threshold? Is there 
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more time? Where should we he? But we’ve got that flexibility in 
the act. 

Mr. Horn. Well, let’s get back a minute to the sensitive bit and 
the crosstabs and all the rest. 

To what degree do State auditors generally transfer their respon- 
sibility on an audit of an agency or a Federal grant program to that 
agency with a public accounting firm rather than with their own 
State personnel, and would that be a problem? I will ask all three 
of you in terms of, say, a contract for an audit with a private firm 
as opposed to government auditors of State, Federal Government, 
local, regional, special district, whatever. How do you feel about 
that? Is there a problem there? 

Mr. Johnson. I don’t believe there would be, the reason being in 
the early stages of the single audit, we almost had to fight with 
some CPA firms to get them to release records to the Federal Gov- 
ernment. I think that there is that client/auditor relationship that 
requires confidentiality on their part the same as it would on any- 
one handling those records. If there was, it would be a matter of 
putting it in contract and making sure that they understood their 
responsibilities. 

We have never had a problem in access to, as I said. State 
records of any kind and Federal records as long as we used them 
in testing that Federal program. The issue we had specifically was 
that we wanted to look at unemployment records and student 
records at the universities. We wanted to run a test to see how 
many students were full-time students and collecting unemploy- 
ment. As long as we used student records to test student programs, 
there was no problem with access. We had everything we needed. 
As soon as we wanted to take it outside of higher ed programs, that 
was where the problem came up. 

Mr. Horn. The clientele, let’s say, of a social service agency, is 
that what we’re thinking of? 

Mr. Johnson. Right. For instance, you have USDA that runs 
commodity programs and food stamp programs and those types of 
things, and HHS runs several other social assistance programs. It 
would be nice to be able to cross-match some of those records to 
see if eligibility income limits for people receiving different pro- 
grams were reported the same. It would be nice to run Social Secu- 
rity Administration records against welfare records to see if we’re 
paying dead people, those types of things. 

Mr. Horn. You’re not even near Chicago. I think you make a 
very good point. When L.A. County welfare went to pictures, photo- 
graphs, an identification card, 1,000 people dropped off the welfare 
rolls voluntarily. But I think you’re right on that. 

The gentleman from Texas, Mr. Turner. Please proceed. 

Mr. Turner. In terms of questions, let me followup, Mr. Chair- 
man, on this privacy issue. Perhaps Ms. Lee is the right one to ask 
to kind of get an administration perspective. 

It seems to me in terms of the privacy issue, maybe where it 
ought to be dealt with is on the front end. If someone applies for 
a government benefit, I assume that under existing law, they don’t 
sign any form or any waiver of any privacy rights, but perhaps 
they should. That is to say when a person receives a benefit from 
the Federal Government, whether it’s a student loan or welfare 
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benefit, perhaps it should be incumbent upon them at the same 
time to waive access to certain other records so that it can be 
verified that they’re eligible. 

Do we do that now, and if not, do you think we should be doing 
it? Would that be a more appropriate way to deal with the privacy 
issue than simply on the back end to give auditors the authority 
to look into it when the recipient hadn’t had any role in that proc- 
ess at all? 

Ms. Lee. Mr. Turner, as you’re so familiar, the whole issue of pri- 
vacy — confidentiality of records and access to records, who has ac- 
cess to them and what their uses are is a large issue that we’re 
working together on. We want to try to figure out what the best 
solutions are. I believe you’re correct in saying that currently 
there’s an issue now if an individual says, Wou’re going to use my 
data for this and only this.” We cannot use it for other purposes, 
so we need to get all those issues straightened out and determine 
whether or not it’s appropriate to tell the recipient up front what 
the uses are or whether we can make a determination that that’s 
appropriate. It’s privacy, confidentiality, and it’s a pretty sticky 
wicket right now, but I know you’re working on issues. 

Mr. Turner. Do you think it makes sense to try to catalog the 
types of information that an auditor would need to verify that an 
individual is, in fact, eligible for certain government programs and 
then to put in the statute a provision that says when a person ap- 
plies for that particular benefit, they sign a waiver allowing certain 
auditors to have access to that information for that specific pur- 
pose? 

Ms. Lee. I think that’s a possible solution. The data issue goes 
beyond just auditing. I think it goes into eligibility for some pro- 
grams. It cross-cuts many of the programs. Right now we’re dis- 
cussing what records you can access to determine if a person is eli- 
gible for particular programs, in particular your tax records. 

Mr. Turner. I guess the thing that concerns me about it if we 
simply say in law that auditors. State auditors, can have access to 
certain information, once you get the information and you deter- 
mine there’s some perhaps fraud involved, it seems like then you’re 
obligated to do something with that information, and that’s when 
it seems to me to become a more significant problem for the recipi- 
ent, and it just might be better if we required recipients of govern- 
ment loans and benefits up front acknowledge that certain people 
will have access to certain records of theirs relating to their receipt 
of that benefit and really kind of pin it down so everybody knows 
up front what they’re getting into, and it might have a deterring 
effect to ensure that there’s not fraud on the front end by an appli- 
cant for a government benefit. Are there any problems with that? 

Ms. Lee. I think there’s certainly an option. Right off the top of 
my head, I can’t tell you how many programs that would mean and 
whether or not we want to do that only for the States; or whether 
there are other programs that we need to look at beyond just the 
State auditing. Federal programs, or other local programs. I think 
we need to look at the whole package. 

Mr. Turner. Mr. Johnson, do you have any comment on that? 

Mr. Johnson. Just on your initial question are there releases on 
the forms now. From personal experience I have a son that just 
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qualified for SSI and Medicaid, and there’s a statement on that 
form that says, don’t worry, this will he kept confidential and not 
released to anybody else for any reason. So it’s just the opposite, 
at least on those programs. 

Mr. Turner. There may he legitimate reasons for that person to 
not want that information to he released. It just seems to me ad- 
dressing it on the front end — and I didn’t realize we are doing ex- 
actly the opposite now, advising people that this is confidential. 

Mr. Johnson. And I don’t know if that’s true in all programs, 
hut it was on those. 

Mr. Turner. That statement that you just referred to appears to 
he sort of a blanket assurance that nobody is going to get ahold of 
it for any reason, and it seems to me that perhaps there are some 
legitimate reasons for making certain information available that 
may be — if it were specifically set forth, then the recipient signs, 
acknowledges they understand up front that particular entity will 
be able to get that information about them. 

Mr. Johnson. I think it’s certainly something to look at to see 
if that would work. 

Mr. Turner. Mr. Clark, is my idea off base here? 

Mr. Clark. This is an issue that I personally have not looked at. 
I don’t know whether GAO has a position on it. 

I would like to make a comment, though, with respect to the sin- 
gle audit process and whether you all want to look at this issue as 
part of the Single Audit Act or in another vehicle. Single audit is 
not designed to be an absolute thorough determination of the ac- 
tual extent of compliance with any particular program. That’s not 
its purpose. We like to say there’s not enough audit resources to 
go around. We need to allocate those resources. 

The single audit sets up a foundation or a starting point. I’ll try 
to use a simple example here one that I always use. If I’m a pro- 
gram person, and I have $100, and I send $1 to each of 100 recipi- 
ents, I, of course, would like to know the absolute extent to which 
each of those recipients spent my dollar and all the bells and whis- 
tles and requirements that come with it, but that’s very costly. So 
I would like to be a little smarter and maybe a little more rational. 

So single audit comes back and says to me as a program person, 
if done right through an automated data base, we’re going to tell 
you, Mr. Clark, as a program person which of your recipients ap- 
pear to have good financial management, which one of them appear 
to have good controls, which ones appear to be struggling, which 
ones can’t put statements together, which ones have system prob- 
lems. We’re going to give you a sense of which recipients are expe- 
riencing compliance problems. And I may get the single audit re- 
ports back, and I may say, OK, looks like I have a success story 
with 80, but with 20 there’s a problem. 

Single audit becomes the foundation for me as a program person 
to begin targeting all the tools that I may have, including this very 
sensitive, powerful issue of computers and matching and the like. 
I think then we might have a better determination of the extent 
to which we want to give these powers to the Federal Government, 
State auditors, the public accounting profession, and put in the 
necessary safeguards. 

Mr. Turner. Thank you, Mr. Chairman. 
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Mr. Horn. OK. Let me, Mr. Johnson, pursue in just a little more 
detail — for the record. It’s in your statement, but you noted there’s 
a couple of examples of additional audit requirements, and one was 
the Environmental Protection Agency. Another was the Federal 
Aviation Administration. Could you sort of spell out now what was 
your concern on those? 

Mr. Johnson. With the Environmental Protection Agency, they 
came out with a statement that basically said, we will not accept 
the single audit. It doesn’t meet our needs. We want separate au- 
dits done of the clean water funds and now the drinking water 
funds in States, and that will be separate financial statements for 
those programs with an auditor’s opinion on them done on an an- 
nual basis. 

Mr. Horn. So separate statements are for the water program? 

Mr. Johnson. Yes. The clean water 

Mr. Horn. Clean Water Act. 

Mr. Johnson. And also the Drinking Water Act. So there are ac- 
tually two programs now that require separate audits. 

In the act itself and also in the circular it says that if the single 
audit doesn’t meet the needs of an agency, they can request addi- 
tional auditing that they would have to pay for the add-on audit- 
ing. That is the loophole that EPA has gone through, although I 
don’t know why at this point they need separate financial state- 
ments on their programs with separate opinions. 

When this came out, that position — where they said you must do 
that, they modified that slightly and said that where States won’t 
do it, we will come in and do it, and I’m not sure of the numbers 
though, but I think there are roughly 12 to 14 States who do not 
audit the programs where EPA sends their own auditors in to audit 
that program on an annual basis. 

Even though — an example, our State, the State revolving fund is 
a major program, and it has been audited on an annual basis. We 
do look at compliance. They come in and do a separate audit, issue 
separate financial statements with a separate opinion on them. It 
seems like a real duplication of effort in that. 

We need to sit down, put a work group together with State audi- 
tors, 0MB, GAO, EPA, find out why they can’t accept the single 
audit and what type of adjustments need to be in the regulations 
so that they can accept it. 

Mr. Horn. How can we deal with that, Ms. Lee? Do you get them 
all in around your desk? 

Ms. Lee. Well, I agree we need to put a group together and find 
out what the issues are. We have authority in the act to make 
changes as appropriate, or even use a pilot program if there’s a 
need. 

Also, from an 0MB standpoint, we have a way of encouraging 
the agencies through the President’s Management Council. So as 
we identify these kinds of issues, we can take it to that group and 
say, here are some issues. 

Part of what Mr. Clark mentioned for this act, we had a fairly 
good consensus and the agencies agreed that the Single Audit Act 
would work for them. We have to find out why it is and then take 
appropriate action. 

Mr. Horn. You’ll followup on this? 
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Ms. Lee. Yes, sir. 

Mr. Horn. Then we’ll know that it is in good hands. 

Mr. Johnson, that State revolving fund is also related to the 
Clean Water Act, is it? 

Mr. Johnson. There are two separate programs, but I think they 
address basically the same 

Mr. Horn. It will get bigger and bigger, and I sit on that sub- 
committee also. I will be watching for it when it comes through to 
see what, if anything, can be put in that language. 

Mr. Johnson. Mr. Chairman, it may very well be that they do 
need a separate audit, but given the fact that the amendments just 
passed in 1996, and immediately this requirement came out, the 
concern is that the act wasn’t given a chance. One of the major 
ideas behind the amendments in 1996 were that we would go to 
risk-based auditing and that we would look at programs that have 
demonstrated a risk, whether that be designated by Federal Gov- 
ernment or through audit experience. When any department comes 
through and automatically declares a separate audit, or designates 
a major program under any circumstances, it takes away from that 
very basic idea of what we’re trying to accomplish, and I think from 
the State audit community, we would have liked to have gone 
through some of these situations before they were mandated to us. 

Mr. Horn. Do we know if EPA had their own staff of auditors? 
And, this would sort of put them out of business if the State au- 
dited it and they didn’t? 

Mr. Johnson. I don’t think any department’s auditors would be 
out of business. One of the ideas behind the single audit is that, 
as Mr. Clark pointed out, the single audit identifies broad prob- 
lems, or it can question costs, findings that are there, weaknesses 
in internal controls where the Federal departments can then come 
in and find out the extent of the problem and deal with it specifi- 
cally and resolve the problem with the auditee. 

There’s no way that the single audit will ferret out all the prob- 
lems or get to the root cause of all the problems. I don’t think 
there’s a danger of losing auditors in any departments. 

Mr. Horn. Ms. Lee is going to solve that one. 

How about the Federal Aviation Administration? What’s that sit- 
uation? 

Mr. Johnson. Federal Aviation Administration — and this was or 
may have been just a timing issue here because their advisory 
came out in 1996, but it says that they had concerns about diver- 
sion of funds within airports, and that whenever their program was 
audited as a major program as part of the Single Audit Act, there 
had to be a separate review of the diversion of funds and an opin- 
ion given on that review. 

Mr. Horn. Could this be under the trust fund, the Aviation Im- 
provement Act? Is the adding of a runway or improving the infra- 
structure at a particular airport the type of thing we’re thinking 
of from them, or is there a separate pot of money somewhere for 
something else? 

Mr. Johnson. Mr. Chairman, I have never audited an airport. 
We don’t have those. This came to me as a 

Mr. Horn. You simply ski in Utah? 

Mr. Johnson. That’s right. 
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Mr. Horn. I watched those planes going into Salt Lake City. 
You’ve got a great skiing 

Mr. Johnson. That’s Salt Lake City, and Salt Lake City audits 
that, so I’ve never dealt with this problem. It came to me as a re- 
quest to add it into the testimony from another State, so I really 
can’t comment on exactly what the program is or exactly what the 
problem is. I hope somebody else here could specify on it, but it 
was an add-on problem. 

Mr. Horn. Apparently some of your colleagues have had that 
problem. Could we sort of get a document we can put in the record 
at this point if you can phone up a few of your State counterparts 
and say, hey, what were the questions, what was the problem? 

Mr. Johnson. I will do that. 

Mr. Horn. We’d just sort of like to round it out here if you 
wouldn’t mind. 

Mr. Johnson. Yes, I will do that. 

[The information referred to follows:] 
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U.S. Oeoftriment 
of Transportation 

federai Aviation 
Admrnritra^n 


Advisory 

Circular 


Sttt»j8cc GUIDE FOR AUDrrCERTinCATION BY 
A1RPORT5PONSORS 


1. INTRODUCTTON. Section SOS of (he 

Fetierai AviaiioA Administration (FAA) 
Reauthoriztttoa Act of i9S^ raquim non*Fetieni 
entities » sabmit pm of die^ "Slngie AwJit* 
TtouifMi by 31 U.S.C §1 7S0I ihfoueh 7SQS (the 
Single AutiU Act. u ameodetiX a fevieir and 
opMon »}neentmg a^fvities with 

respect to aa «rpofC thaa is the suiyect of the 
project grant (or other federal financial assi»s«ee) 
Md the i^citsers. ownen^ utd openu^ (or otter 
recipients) iavoived. (49 U.S.C- 1 47I07(»)1 

The congressional intent of Section SOj. la peaR, 
was to imp^e a (H»ncial reporting ra^emcr^ 
designed to identify losances of illegal diversion of 
cerain revenues generated by « public airport 
Tide a$ UJ.C> §f 47!P?(b> and 4?133 (the 
revenue use re^^menes). together, tequlte 
eirpons that are the subject of federal ushtanee 
(inciuding. but not limited to Airpon Improvcfflene 
Program (Al^ grant fending) io use die revciHies 
genented from a public airport fer the capital or 
operating costs of 6e aieport, the local airpon 
system, or ^her local fiCiliisea owncd'c^ operated 
by tise airpoft owner oe os^mor and directiy and 
substantially related to tiie air transpoftaiton of 
passengers os pr oper t y . 

2. PURPOSE- This advisory ctreutaf (AC) 
provides abport sponsors with guidance for 
complying with the audit cenifica^tm rccuirtment 
of 49 U.S.C I 47107(01) and discus FaA^ 
trsporuibilitics for the certincation program. 

3. APPUCABlLrry. this aC cantatas 
infonnation that applies to AlP Sponsors. 
However, this AC is not applicable to the 

followtag*. 

a. Prfvaiety owned airports. 


Date: ACKo: 150/3i00«l8' 

taitiated^ AAS-lOO Change: 


h. Non'Federal entities that are not subject to 
(he requirements of the Single Audit Act of 1984, 
as amended. 

4. ' SOURCES, federal guidance on single audbi 
is contained in the following legulatioa. 
regulati^. pe4leies. precedom. gram assurances, 
cucutare, and guidwee- 

*. TWe 31 U5-C §5 tSBl through 7SBi. 
These ^!e» establish the i^uiremem for wtam 
ftOflfFederai enritiee expendtag Federal grant 
awards (o have an annual audit of their {Intnetsi 
stKemenn and Pederai grant awards. 

b. Tide 49 U.5.C S 47IOr(b1 ami 4TI33. 
These titles establish the auport ’’revenue use 
ft!quiiein«si-“ 

c. Tide 49 use § 47107(111}. This title 
esc^tishes the »idft eertlfleatioB requlremeflc ss 
part of a public agertey's single audit. 

il. Tide 43 use 5 mil. This liile 
es^Kshes audit aad record keeping Teqttirem^tu. 

6. Ti(k 45 use I 4713L Tuts title 
esttbiaies annual repeuu &em airport Spoiuon- 

f. OMB Circular A433 • Audits of Suces. 
Local CovemBKRts, and Non<^o(il 
prganisdtiosS. This AC sup«seded OM8 A-Ui. 
Cifcuisr A-133 Impleraefite - tha Single Audit 
Amendraenu of 1996. The Amended Act raised 
die audit threshold from 5IOO.OCO to S300-000. 

g. DOT Single Audit CompUaiwe 

StfpplemeBL This DOT supplement lo OMB 
. prinidni tddrtkuuil guidance 

complying wj(h the Single Audit Act of 198 *, is 
amended. 
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fi. Gnn\ Asnrmicc 13. This assurance 
requires ihai cemta provisions relating to an 
airport’s accournmg sysnsm ind audit and rteord* 
keeping requirtmeott be bwaipx^Ked Irt AlP grant 
asreemenw, 

1. Grant Assurance 2S. This 
assuranee Implements the revenue use 

cequ'irvtnenu of U.S.C 1 47i07<b) and rcqulros 
an sponsor to furnish annual audit 

csrtsfications in aecsnltnca 4^ U.S,C. § 4?J07(ra). 

*J. Cra^t AssunuDCs 26. This assunuwe 
provides for reports and Inspeetioox 

k. Federal Ri^sfcr notice on FoUcy and 

Frocedwrs Concemiag (he Use of Airpevt 
Hes^mie dated Fe^ary 26. This 

document discusses in deesH die requirement 
applicable to public oujrons diar han received 
F«fe«l gfORB. diet fev«ju« feneowd by the 
airport generally be used only fwa^n purposes. 

l. Federal JRcg^r Stipjdesrurot dated . 
December IS. 1^6. Notice on Policy and 
Procedures Concemmg die Use of Airport 
Reveaue. this doeometrt provides aSdMonal . 
infortnation end elariftcation to the policy Isoed 
on February iS. 1996. 

m. FAA Ord^ 5i98.fA, AlrjMrt 
CompUa/Kc RaqateuatnU. This t^der provkies 
policies and procedures for FAA functions- related 
CO «lrp(^cofI^^U8tice. 

n. FAA AC IIWSISO-IOA. Accaunibrg 
Hfcords Guide for Ai/pert Impettttauaa ftagnaa 
Spomats. ThU aC provides record-keepb^ 
rc^ortinl. and audhkig requirements imposed on 
Sponsors of AIF projects under the Airport and 
AirAay lirsproveanenx A«. 

S. SINGLE AUOrr RSQUIREM3ENT- The 
Sbigie Audit Act. as amended by Pub. L. I04-I56, 
requires non-Federal entitles dJ« expend S3CO.OOO 
Of more In Federal grmt awarife annually t» Save 
an Minual audit that mcludes both the egency's 
fiaas^al sai^ntmts and Federal grant awards. 

i^;e, ;AUprr CERtmcATioM require-^ 

A public egtncy roquired to have an 
annual audit conducted under me Single Audit Act 
' rcqufnrments. as afaea<kd.-fB»g.bse,iadAns.paa sf 
Its single audit. » review and opinion of tKe review 
on the agency's furjdJRg activities wiift respect as 
IB airport or local ajfpoR system. 


8G1/9* 

a. Nen-FedenI eniiaes alfectcd by 
r^irermnL Non-Federai entitles affiMced by this 
r^utraneit are rtiose agBRcles that hav« a single 
audit requirement own or operas an alipors 
wftich has received any of ihe following; 

(1> interest in sutpfui property for the 
purpose of developing, improving. opKeting, er 
mainautLAg a pi^lic airpon on er after October 1. 
1996. 

(2) An etrport development grwit and (he 
akpsn sponsor la subject re the assta^ces of that 
grant on or after Oeteber 1. 1996. either directly or 
direugh a iiate block grant program. 

(3) Aa alrpoff-3^»ecific AIP pteafiing 
grant «t OP tlt^O«ebef 1. 1996. 

b, CaMOfit of Review. The revi^ will 
provide BR aadit of tite afrpoirs nnueial 
transactiMS. and a speeifk review and opiftion as 
to whether fbndb paid or transferred fiom the 
aupon to die ;i^oftsor wm paid or transferred in a 
m«y^ eenslnenc widi 49 US.C <7ie7Cb| and 
related policies ud procedurts. ineiudtnff FAA'i 
Policy and Procedures Ceoatmtog the Use of 
Aiipon ftevemies. 

t. Duraikm of Attdik CartiOcatioft 
Reqairvmnit. ObllgatiMS relating to the tue of 
sirpert pevenac in ef^c on or after 
October 1. 1996. remain In eftect so long as the 
airpon » laed as an altpmt. The donrieii of die 
audit centfteatien requirement Is the stme. 

d. Frviuency of CeitiScation. Audit 
cerilficatians required by 49 U.S.C. S 471&?(m) 
shall he performed eseli tuoe an appJlealrfe public 
agency is icqoirod to conduct a Single Audit in ^ 
scfopdtttce wltii iKe Slttfl* Aurfix .Act and OM8 
Circular A-133. 

e. AUOrr CEXTTFlCATlOff KESPON- 
SIBItmES • GENERAL. Tltefe are four ponies 
Bi'^ived in die audit certifierteft pfoee»; the 
airport iponsor, Uie audHor, the Office of Inspcctcw 
Oeneral (DIG), »d the FAA. 

f. Audit Certiftcatios Responsil^ea 
Airpon Sptm&nr. To assure compilahce. the 
airport tpona^: 

{!) Selects an auditor. ThU can be a 
public accoancant or a Federal, State, ct Jeeal 
gevemraenr audit organi»ttion. which mecis the 
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gmcrel standanLi spectAed in g«nenily uccepted 
govcmmeitt eudicine standards (GaGaSV The 
term auditor does not vctude interna] auditors of 
non*prafu organiations. 

(2) Ensuees that the engagement leaer. 
agreed upon audit procedures, andrtw other 
statements of worit contain a specific requirement 
for the auditor. In conducting die aingie audit, to 
complete the required audit and provide the 
required, opinion on the use of airport revenues; 

(3) Ensures the engagement lener. agreed 
upon audit preeaduret. and/or other stateaenta of 
’«orit provides that the auditor will (a) sudh and. 
express an opinion oa the airports financial 
statemcAU. and (b) deiermine whedwr funds paid, 
and propsity or services rnnsferred from the 
airpon ware paid or Tansfeired in a manoer 
consistent with a9U.S.C. $ 4? {07(b) and related 
poJieies end procedures, ineluding (he FAA's 
Policy and Procedures Concerning the Use af 
AirpMt Revenues: 

(4) Ensures that the auditor fuUy 
understands die tsdis certificacion tequirement and 
the steps die auditor must uke to meet the audit 
certification requirement. It is chtieal that'thU is 
accomplished ai the ttan ofthe single audit process 
to avoid the need to reopen a completed audit to 
correct any errofs or omissions. 

(5) Ensures that the audit eenincation 
review is conducted in accordance wiih 0MB 
Circular A* 133 and GAGAS: 

(4) Responds to audit findings and 
eoopentes with the FAA in resolving my 
problems: 

f7) Keeps the audit eeniflcatsons on file 
for at least thieo years from the date of (heir 
issuance: 

(8) Submits edpt« of die Single Audit 
report and audit cettificatioti repon to the single 
audii central clearinghouse and submits a copy of 
the audit cenificstton (o the FAA, Aiiports 
Compliance Dlvisiw (AAS-400), 800 

Independence Avenue. S.W.. Washinston, D.C.. 
20591. FAA regional offices may concinac to 
request separate copies of the Single Audit Report 
to support their ^rniBisTraf ina of aJF. gaag. 
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(9) Submits wrinen noiineatbn to faa 
A irports Compliance division of any filing 
extension granted by the cognizant agency as 
described in Pangnph 1 0.S 

Atidi^/ To auure compliance. In a^mduce' 
with the engagement lener. agreed upon audit 
procediuea, and/or other agreements which reOeei 
the auditor's scope of work, the auditor 

a. Performs a major program audit or 
alternative procedure which win satis^ ihe 
requirement of *9 U.S.C. ATiOTCm) and gram 
aisuranee No. 35(b). 

b. Obtains an understanding of the aitpotfs 

inttmal concrpi systems ann r-»<fs 9$ rhey v 

relate io die FAA'a Policy Regarding the Use of 
Airport RevcAuas. 

c. Performs tess of mnsaecions suEicienc tc 
determine whether funds paid and ptopeny or 
service* ca iwfct rr d to sponsots were, or were eoi ' 
paid or transferred in a manner consistent witfi - 
49U.S,C. § 47107(b) and rtiaied policies and 
procedures, including the FAA's Polley and 
Procedures Concerning the Use of Airpon 
Revences. 

d. Cartic* out the audit in a prefexsiofld end 
responsible manner and in accordance with the., 
pfovisloftt of 0MB Circular A- 133 and FAA's 
eompitsflca supplemeni for the A)F. 

e. Prepares a cerrifleaiier) report in 
aeeofdanca with GAGAS. 0MB Circuiv A-l 33. . 

r. Keep* working papers and reporo for 
three yean ftom fte date of the audit report. 

8. Audit Certificaden Responaibaidee - OIC. 
As pan of rhe single audit process, the OiQ may do 
the foiSowing: 

a. Obtain or make quality control reviews ©f 
selected audita made by non-Federal audit 
organiatioas and advise the cognizant Federal 
agenev of qur have been found not to have 
met dje requirement* of the Single Audit Act 
and/or 0MB Circular A*i33> 
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b. Inferm gthcr diffccwd. Fcdcnf (2) a rcpoft on the sirpon's ittumai 

organiz&tioM and'* ^propHatc Federal law concrol itructure at it retatX:s to use of airport 
enforcemait odlclalt of reported ihegai acts or reventie. This report shall desenbe ihe scope and 

ir?f guMnes. results of the internal coaa^l te»lng pcfthtmed. 


c. Perfonn or amfti# {& special or 
syppj8ra«teat audits » the smgic' audft at dte 
request of the FA A. 

S. Audit CerUlkatioA PeepensibUities • FAA. 

' The FAA: 

a. Determines that audits arc made ^d 
disnibated In accordance u'lth 0MB Circular 
A. 133. this AC. and 49 U.S.C. § 4?l07rm). 

b. Inresn'sa^ poteruial in-iisnces of 
unlawful airport revenue diversions identified in 
the sffigle audit reports, and ettsure sponsors lAe 
ihc appropnate cof^ectl^* aetions. 

C. Requires sponsors to laite die appropriate 
eorrective actloRs when stride audit .imports ere 
found by the Old tioc to b< la c^phaace wIA 
0MB Circsiiar A-U3 andfor 49U.5.C.§ 
47107{m). 

10. AUDIT CERTiFICATION REPORT. The 

audicer’a (audit eertiftcacion) repon will W * 
separate report, combined as a separate lection 
withm the singis audit report. The repoit wt!l abo 
State that the audit was conducted in accordaiute 
with CMS Circular A.i33 aid GAGAS. 

a. Audit CerttAcadon Contents. At a 
minimum, the audit ceniflcatiOD report includes 
the following: 

<l) An opinion (or disclaimer of opidon) 
as to whether the Bnanelai sia^meim of the airport 
present ^irly, is all mitersal respects, the financial 
position of ihfl airport 


(3) A specific cpinion on eoaipUence 
with the revenue use reotiiremsnt. The opinton (or 
disclaimer of opinicn) shall sptetfir whether ftinds 
paid tftd property or serviees ersajfeffed to 
sponsors were paid or trsRsferrtd in a Rtstiner 
caasisiast w(fh <9 U.S.C. 547l07Cb) and FAA's 
Polky Bid PrtCriores RtjWdiag till Ust cf 
Airport Revenues. 

. {4} A schedule of findings and 
questioned costs for the airport that includes a 
summary of the sudite/s results relstive to the 
Faa'* policy «V<«dares Regsrdteg the Use sf 
AIipoK Revenues. 

b. AuSt Report Submuuion. In sccordancs 
with OMB A>133. the certification is compfeteti 
Md subcijited within the etrllcr of 30 days after 
recehit of ihe auditor's repcrtlsj. ©r nine raetwlss 
after the <»d of the period, unless a longer 
period ^ agreed to. tn advance, by die cognisvit of 
oversight agency (dr audit (However. fi>r fiscal 
years beguinir.S on or before iune 30, 1998. the 
audit must be eempleted and the eertiiacanon shall 
be> Hibrnised witiim the earlier of 30 days after 
receipt of the auditor's rtpon. or 13 months after 
tlw end ofihe audit period.} • 

H. MONrrORINGANDCOMPItAHCE. Tht 
FAA will monitor alipwr sponsor submlssioM of 
annual audir eenWicatioM anC review tbe audit 
certincaxiOM upon their receipt. Failure to comply 
widi 49 U.S.C. § 47i07(in) and tte |«Rt 
assaismee impi«J!ir.tiftg the stn^a audit fivHw 
and opinion will result in the widiholdlng of future 
AlP grtni awards and existing ffant payments. 


DAVID L. BENNETT 
Director. Office of Airport 
Sa/ecy and Standards 


4 



65 


Mr. Horn. Now, Mr. Clark, the General Accounting Office has 
the responsibility to review provisions requiring financial audits of 
non-Federal entities; is that correct? 

Mr. Clark. That is correct. 

Mr. Horn. Do you agree that the EPA requirements contradicted 
the intent of the Single Audit Act? 

Mr. Clark. If I could back up and then answer that question. 
First, to be fair here, I do want to say that the EPA issue and the 
FAA issue were a problem. And I think the timing was horrible, 
close to when the amendments were passed. We had two Federal 
agencies who, by the way, were not evil. They honestly wanted ac- 
countability over their funds. They’re in a hurry. They were getting 
a lot of pressure, and they wanted to get going, and sometimes they 
want everything audited, and so they went ahead. 

And I think from the State auditors perspective — and again, if I 
were a State auditor. I’d have the same concern — State auditors, I 
think, may, if I can speak for you, Auston, look at the Federal Gov- 
ernment as one and count on 0MB, GAO and the IGs working to- 
gether to communicate. When an agency on its own, like EPA or 
FAA, goes out with an action like this without it being announced, 
without it being floated through the audit forums, and all the other 
mechanisms we had to do that, there’s perhaps a sense of distrust. 

It is important to look at the EPA and the FAA issues. I would 
like to say, though, these are exceptions. I think the norm is that 
we do a very good job. We monitor. We are required under the law 
to monitor all legislation. Technically the amendments tell us to 
identify legislation as reported out of a committee, and then we 
have some requirements to notify. We actually get involved now 
much earlier in the process. We try to identify any bill that’s intro- 
duced, and with 5,000, 10,000 bills being introduced every Con- 
gress, this is an enormous effort. We’re trying to involve everybody 
in the process here, and, before we get to the point where we have 
legislation and we have a conflict, we can look at what everybody’s 
purpose is, what they’re tying to accomplish. 

We’ve had a lot of success stories here of sitting down with pro- 
gram people, with IGs, with the State auditors, listening to what 
is needed and fashioning a solution that is less than the legislative 
issue. Once the FAA issue was put on the table, I think we struck 
a compromise from that point forward, struck an excellent com- 
promise, and still stayed within the constraints of the Single Audit 
Act. 

Again, as I said in my statement, we’re going to continue to do 
this monitoring effort. It is taxing, it is tedious, but it is rewarding, 
because I think in the end we have everybody on the same page. 

Mr. Horn. Let me go back a minute to the attachment I put in 
the record that Mr. Johnson had from his colleague in the State of 
Washington, Mr. Brian Sonntag, the State auditor, the State of 
Washington. Unfortunately, he couldn’t be here. He was able to 
submit a statement, and I think as Ms. Lee pointed out in her tes- 
timony, the State of Washington has submitted a proposal for a 
pilot project under the act, and the amendments of 1996 give 0MB 
that authority to authorize pilot projects. 

Have you received any other proposals besides Mr. Sonntag’s? 

Ms. Lee. Not that I’m aware of. 
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Mr. Horn. Is there anything that 0MB or Federal agencies could 
be doing to promote more interest in pilot projects? 

Ms. Lee. I think that we should continue to work in the groups 
and as people identify potential pilots, to encourage them. There’s 
also a lot of people looking to this pilot program in Washington and 
saying, “OK, what happens here.” I think we’ll have some further 
requests or further ideas from this very pilot program. 

Mr. Horn. Mr. Johnson, do you have any thoughts on why there 
have not been more pilot projects from the State auditor commu- 
nity in particular? 

Mr. Johnson. I think the newness of the program. We’ve been 
busy just getting our arms around what we have to do, not looking 
at ways to improve. I do think the State of Georgia was looking at 
a very similar project to what Washington was, and I think they’re 
just waiting to see what happens with the one in Washington. But 
they had the same issue on auditing school districts on a statewide 
basis. 

Mr. Horn. What’s the sort of feeling, Ms. Lee, that you have in 
0MB on what type of projects we are looking for? 

Ms. Lee. I think we’re just looking for anything that will meet 
the needs of the act: the reduced burden, more accountability, good 
insight. One of the pieces of the act that hasn’t really been exer- 
cised yet, but I think is going to come into fruition, is the program 
accountability. You know, right now we’re doing the consistency au- 
dits and the financial background, but now there’s still another 
piece of the act which is going to evolve, which is actual 
programmability. This is going to tell us something about the pro- 
grams themselves. 

Mr. Horn. Is there any movement to have, say, simplification of 
what might have been a very complex approach to something? 

Ms. Lee. Just as it evolves from these groups from their ideas 
on that, and from working with the circular, and from this par- 
ticular test program. But as far as a big rush to further simplify, 
it’s not there yet. 

Mr. Horn. You’re very good with that demonstrative pile. 

Ms. Lee. I’d love to leave this with you, sir. 

Mr. Horn. No, I want you to stay awake at night and use it for 
curing insomnia, but, that looks frightening to say the least. 

Mr. Johnson. Mr. Chairman, if I might, there have been big ad- 
vances in that document from when it started. There’s been some 
matrixes added, some clarifications. 0MB has done a great job in 
getting rid of — I hesitate to use the word ridiculous, but unneces- 
sary audit requirements that some departments wanted. It has 
been simplified and has been streamlined a great deal, and it’s a 
much more useful document than when we first started. 

Ms. Lee. And we’re putting it on the Internet now so everybody 
can access it easily. 

Mr. Horn. Given that proposal in front of you, is 0MB com- 
mitted to reviewing proposals in a timely way? 

Ms. Lee. Yes, sir. In fact. I’m interested in trying to move it up 
a month so it is more useful. 

Mr. Horn. Mr. Turner doesn’t have any more questions. I don’t 
have any more questions. And I must say this is about the most 
civilized group I’ve ever had in a hearing. One, we’re getting out 
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of here in 51 minutes; and No. 2 , everybody is so nice to everybody 
else. Nobody is shouting and saying, that’s the craziest idea I’ve 
ever heard. 

So, we thank you all three for coming, and obviously you have 
all the knowledge in your brains. We don’t. But we welcome you 
to work together as you have been and keep this thing moving, be- 
cause I think it’s in all of our interest to do that as long as we can 
catch fraud, waste, and abuse in the process. So no more questions. 
We adjourn this hearing, and we thank you all for coming. 

I want to thank the staff in particular that put this together. Mr. 
George is over there with the phone in his ear. That’s because he’s 
from New York, and everybody has a phone in their ear in New 
York. He’s staff director and general counsel. 

Bonnie Heald is in the back of the room probably, the director 
of communications. 

And I regret to say that the gentleman to my left and your right, 
Larry Malenich, is from the General Accounting Office, and he will 
be leaving us after this assignment. And we thank him for all that 
he’s done. He and other GAO people have just done a terrific job 
for the Congress. 

And I thank Mason Alinger, our faithful clerk here; and Faith 
Weiss, the minority counsel; and Earley Green, the minority staff 
assistant. And the court reporters this morning are Julia Thomas 
and Laurie Harris, and we thank you all. 

With that we are adjourned. 

[Whereupon, at 10:53 p.m., the subcommittee was adjourned.] 
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